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(A lecture delivered to the Accountants and Secretaries Educational Society in 
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CCOUNTING no less than other 

fields has seen a _ remarkable 
growth in specialisation in the last few 
' decades. A nineteenth century account- 
' ant would be amazed if he could see the 
extent to which this specialisation has 
| proceeded—the development of separ- 
' ate specialties such as taxation, audit- 
ing, company work, bankruptcy and 
so on; to say nothing of the many fields 
in which the commercial and industrial 
» accountant renders valuable service to 
| his employers. 

With this development has come a 
greater recognition of the importance 
of accounting. There has been more 
appreciation of the velue of an account- 
» ant’s services; businessmen have begun 
' to realise in varying degrees that the 
| accountant can be a valuable help in 
| controlling waste and increasing profits. 
All this is gratifying, but there is 
/ another aspect of the position that is 
| not so gratifying. It is this: In Aus- 
| tralia, at least, there is little evidence of 
'asound approach to the problem of in- 
| tegrating or co-ordinating cost account- 
| ing and financial accounting. 


; What is the Problem? 
» That this problem exists is mainly 
because of the rapid development of 
| counting, particularly cost account- 
‘ing. The latter branch became so 
Specialised that many cost accountants, 
/Mancial accountants and executives re- 
)@ard it as something quite apart from 
_ Scounting. 
a They overlook the fact that cost ac- 
ting and financial accounting are 
h parts of the art or science of ac- 
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counting. Ultimately they have a com- 
mon goal, though their means of reach- 
ing it may differ. 

At one extreme there are businesses 
where there is no co-ordination at all 
between the cost accounting and finan- 
cial sections. In fact, there may be 
thinly disguised hostility. 

Perhaps there is a qualified cost ac- 
countant unhappy because he is inferior 
to the financial accountant despite his 
additional post-graduate qualification. 
Or there may be a financial accountant 
who regards the costing section as so 
much duplication and wasted effort. 

There are many public accountants 
who have never bothered to learn very 
much about cost accounting. They have 
been so pre-occupied with taxation and 
auditing that they have come to regard 
anything outside those subjects as 
being of no real interest. They have 
failed to realise that in applying the 
concepts of cost accounting, or some of 
them, their clients can make substantial 
savings. Hence, their clients’ interests 
have suffered because of this lack of 
interest. 

The above is not universally true. 
Many of you no doubt know of busi- 
nesses in which the cost and financial 
sections work together without over- 
lapping. And there are public account- 
ants who realise the benefits of cost ac- 
counting and have been able to offer 
useful advice along these lines to their 
clients. 

But the majority of Australian busi- 
nesses would be found somewhere be- 
tween these extremes. Probably in the 
majority there would be at best a vague 
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idea of the need for integration—inte- 
gration of concepts or principles, not 
merely reconciliation of two sets of 
figures. 

Unless the concepts, principles, or 
whatever you may call them, of cost 
accounting and financial accounting are 
integrated, accounting cannot render 
anything like the best possible service 
to any business concern. This applies 
to all types of businesses—traders as 
well as manufacturers, small as well 
as large. If a cost accounting system 
is in operation lack of integration 
means either extra costs or less than 
maximum efficiency from the account- 
ing departments. 

But what of the small concern? Or 
the trader, the professional man, the 
service industry, or any one of the 
other many types of businesses to which 
the application of cost accounting in 
the commonly accepted sense of the 
word does not seem appropriate? These 
too can benefit. By studying the con- 
cepts of cost accounting the most suit- 
able applications can be. worked out 
without the trouble and expense nor- 
mally associated with a cost system. 
Later I shall demonstrate with a prac- 
tical example how this can be done. 


Can the Problem be Overcome? 


Before considering how the problem 
should be tackled, you may well ask 
whether it can be overcome. To answer 
this question we must look towards 
America, where accounting in all its 
phases is more fully developed than in 
this country. The team from the Anglo- 
American Council on Productivity who 
travelled to U.S.A. to study manage- 
ment accounting were impressed by the 
way in which cost accounting and finan- 
cial accounting in that country are 
parts of one integrated whole. 

Indeed in America this outlook on 
cost and financial accounting has had 
something to do with the creation of a 


324 


new executive position, i.e., the Con- 
troller. It is the task of the Controller, 
in addition to many other duties, to 
have reports prepared for the Board 
and other executives. He supervises 
both the costing and general accounting 
sections of the work. But, as they are 
co-ordinated, he has no difficulty in pre- 
senting really useful reports. He is 
not concerned with presenting a sum- 
mary of this record or that: he is in- 
terested in obtaining from the inte- 
grated accounting system information 
that will really help management. 


A few years ago Mr. A. A. Fitz- 
gerald said that he agreed with the 
view “that eventually we will get back 
to the common term of accountants, 
which will include both cost and finan- 
cial accounting.” (Cost Bulletin No. 
25, March, 1949, The Australasian In- 
stitute of Cost Accountants.) 


Special Features 
To integrate the concepts of financial 
and cost accounting it is necessary to 
know just what ®these concepts are. 

As the concepts of financial accounting 

are more widely known and understood 

let us examine cost accounting to see 
where the viewpoint of the cost ac- 
countant may differ from that of the 
financial accountant. Many of the 
practices of the cost accountant and 
financial accountant are similar in that 
both use ledgers and the double-entry 
system. So if we isolate those features 
which are peculiar to cost accounting, 
or are more commonly found in cost 
accounting, we have a foundation on 
which to build. 

Possibly the following are the more 
important of such features :— 

1. Cost accounting is non-historical in 
outlook; it shows more interest in 
the present and the future than the 
past. 

. Cost accounting is more objective; 
the decisions of the cost accountant 
are more often based on _ logic 
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rather than some time-honoured but 
perhaps illogical custom. 


. There is more regard to non-finan- 
cial data—quantities, etc.—in cost 
accounting than in financial ac- 
counting. 

. Cost accounting makes use of the 
“principle of exceptions”: it is con- 
cerned with emphasising departures 
from normal or expected results. 


. In cost accounting cost is not re- 
garded as one inflexible figure for 
all purposes; there are several in- 
terpretations of cost, each more 
suitable than others for a particular 
purpose. 


. Cost accounting makes more use of 
“internal” records. 


The above are not the only special 
features of cost accounting. Nor do 
they represent the whole of the con- 
cepts of that branch of accounting. 
But they are the most important to con- 
sider for the presegt purpose, which 
briefly is :— 

1. to examine briefly each of the above 
special features; 


. to see how cost accounting in these 
features differs from financial ac- 
counting; and 


. to find if these concepts or some of 
them may be applied even where a 
cost accounting system is not in use. 


To say that cost accounting is non- 
historical does not mean that it gives 
no attention to the past. But the re- 
cords of the past are used mainly as a 
guide to the present and an indication 
of what may happen in the future. 
Though strictly speaking it is not a 
part of cost accounting, as such, bud- 
geting and budgetary control are nor- 
mally associated with cost accounting. 
Where there is a system of cost account- 
Ing budgets are likely to be found; 
where there is no cost system there are 
usually no budgets. 
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Concerned with the present and the 
future, cost accounting pays great at- 
tention to the need for prompt reports 
—reports presented in time for prompt 
remedial action to be taken where 
necessary. Yearly or _half-yearly 
financial statements presented two or 
three months after the end of the 
period are not good enough. The aim is 
monthly statements presented a few 
days after the close of the month. In 
fact standard costs, efficiency ratios, 
and other devices give a continual day- 
by-day check on many aspects of the 
business. 

The cost accountant realises the im- 
portance of accuracy, but his aim is 
accuracy and speed. He is prepared to 
sacrifice a little accuracy in the inter- 
ests of prompt reports, provided the 
scope for error is not great. He be- 
lieves that in many circumstances a 
report 99 per cent. accurate today is 
better than a 100 per cent. accurate re- 
port in a month or two. For example, 
he will not delay the completion of a 
report merely because an invoice or 
creditor’s statement is outstanding, if 
it is possible for him to make a reliable 
estimate of the amounts involved. To 
do otherwise is to chase the shadow and 
lose the substance. 

Cost accounting arose because finan- 
cial accounting was not giving to man- 
agement the information which it 
needed. In its development it paid 
a little more attention to the “why” 
rather than the “how” of recording 
transactions. The cost accountant clas- 
sifies income and expenditure on a 
more logical basis; costs are accumu- 
lated as nearly as possible in relation 
to a department or cost centre respon- 
sible for incurring these costs. In 
some cases he dissects them according 
to the spheres of responsibility of those 
persons charged with controlling them. 
He does not hesitate to alter conven- 
tional classifications or methods of 
treating transactions if there is a need 
for better information. 
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The third special feature of cost ac- 
counting which we are considering is 
the fact that the cost accountant pays 
more attention to non-financial data. 
He knows that it may be just as import- 
ant—perhaps more so—to pay atten- 
tion to records which are in quantities 
rather than pounds, shillings and pence. 

He realises that it is futile to record 
every penny that goes through the 
petty cash and at the same time have no 
record, other than a periodical stock- 
taking, of stock which is many times 
more valuable. He knows that control, 
particularly when it gets down the line 
to supervisors, can be better exercised 
when it is based on production units or 
efficiency ratios rather than on financial 
figures. He makes use of statistical 
studies and summaries to supplement 
his cost-accounting system. 

Perhaps it is the use of the “prin- 
ciple of exceptions” that is the most dis- 
tinctive feature of the cost accountant. 
He believes that management is more 
vitally concerned with the one depart- 
ment or product that is not up to the 
mark than with the ten in which things 
are going more smoothly. 

In practice he makes use of standard 
costs or budgets, as well as many other 
specialised standards, as bases for com- 
parisons. He knows that it is of little 
use to report that, e.g., wages amounted 
to a certain figure unless he also 
states what the figure should have been 
on some pre-determined basis. 

More important, he knows that he 
must answer other questions such as 
these :— 

Why did the expense vary? 

What department’s products or pro- 
cesses were responsible for the in- 
crease? 

Was the variation the result of 
changes in rates of wages paid or 
the fact that labour was inefficient? 

All phases of income and expenditure 
are dealt with in this way. Similarly 
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attention can be given to the financial 
structure as shown by the balance sheet 
to see that as far as possible the finan- 
cial position of the concern is in line 
with plans or requirements. 

There is a tendency for the financial 
accountant to regard cost as a figure 
which is fixed and inflexible for all the 
various questions which involve a con- 
sideration of costs. 

But the cost accountant does not 
share this view. His view is that the 
cost figure to be taken into account dif- 
fers according to the purpose for which 
the consideration is being made. For 
example, suppose the question is 
whether or not to open a new depart- 
ment or manufacture a new product. 
Some of the costs of running the busi- 
ness will not be increased as a result of 
the proposed increase in production 
and sales. Some administrative costs, 
e.g., the salaries of managing directors 
and secretary, will not be affected. 
Other costs may increase, but at a much 
slower rate than the production and 
sales. So for thi particular question 
those costs can be disregarded either 
wholly or in part. 

What is wanted is the figure for costs 
to be incurred as the result of the pro- 
posal which would not be incurred 
otherwise. This will more effectively 
answer the vital question, i.e., Will the 
business be better off, and if so by how 
much, as the result of producing and 
selling the new product? After all, 
that is the paramount consideration. 

So the cost accountant studies the 
nature of costs. He is interested in 
knowing which costs are, for practical 
purposes, relatively fixed, and which 
vary more or less according to varia- 
tions in production and sales. 

He knows that sometimes it is total 
costs which are required; at other times 
it may be marginal costs that are more 
suitable; for some questions he wants 
to know what are the sunk costs. Dif- 
ferential and relative costs also have 
their uses. 
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One of the weaknesses in many ac- 
counting systems is the fact that too 
much dependence is placed on external 
records. For instance, a delay on the 
part of a creditor in sending invoices 
and statements is allowed to hold up 
the financial statements. The cost ac- 
countant wants the information as soon 
as the goods are received, for his price 
records, stock cards and other things. 
He co-ordinates the purchase orders, 
goods received records, and creditors’ 
invoices, possibly cross referencing 
them. 

This is another instance of paying 
attention to records other than purely 
financial books of account. Incident- 
ally, this guards against the omission 
of liabilities for which invoices have 
not been received at balancing time. 
Where possible he records significant 
events when they actually happen. 

For instance when stock goes from 
the store to production he records it by 
requisition or other ngeans. Stock used 
is obtained directly from these requisi- 
tions. He does not rely on the round- 
about way of having to take stock be- 
fore knowing the cost of goods used 
during the period. 

He more correctly records the pur- 

chase of stock by debiting a Stock 
Account, rather than “Purchases”. The 
latter is a motley term which is neither 
an asset account nor an expense ac- 
count. ‘ 
Similarly, he records the completion 
of finished goods by debit to Finished 
Goods Stock and credit to Work in Pro- 
cess. He knows all the time—and not 
Merely once or twice a year when 
stocktaking is done—the amount of 
materials, partly-processed, and fin- 
ished-goods stock on hand. 

So far we have considered some of 
the special features of cost accounting: 
we have seen how the practices of the 
cost accountant differ from those of the 
financial accountant. Now we must 
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see how this knowledge can be put to 
best use by integrating the concepts of 
financial accounting and cost account- 
ing. 

Here I must stress this point: Inte- 
gration is a matter of a fundamental 
outlook or a philosophy, if you like, 
rather than an application of this sys- 
tem or that. The examples that follow 
are to illustrate how integration can be 
applied without in any way limiting the 
possibilities of integration. The ex- 
amples are to show what has been done, 
to show that the idea of integration 
is not just a pretty theory. 


The Approach 


Knowing that the cost accountant 
makes use of a more dynamic approach 
to accounting problems we can examine 
the basic accounting for any organisa- 
tion to see how it can be improved. 
This can be done whether there is a cost 
accounting system in use or not. The 
place to start is the point at which 
something like an overall or bird’s eye 
view of the business can be obtained. 
This is, of course, the yearly financial 
statements. 

In Brisbane, at a recent lecture de- 
livered under the auspices of the Aus- 
tralian Institute of Management, Pro- 
fessor Mary E. Murphy referred to this 
point in reply to a question. 

She was asked what was the most im- 
portant factor in achieving, in the 
United States, the high degree of inte- 
gration of cost accounting and financial 
accounting. 

She replied that in her opinion one of 
the most important factors was the ac- 
tivities of the Securities Exchange 
Commission, which laid down certain 
minimum requirements for published 
financial statements of corporations 
whose shares were listed on national 
stock exchanges. 

Impelled by the requirements of the 
Commission, accountants and execu- 
tives in that country gave more atten- 
tion to financial statements. In im- 
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proving the statements they gained a 
better insight into the activities of the 
company. 

This led them to study further what 
their accounting organisation was giv- 
ing them and what it should be able to 
give them. From the better picture 
thus obtained they adapted the account- 
ing set-up (and the cost accounting sys- 
tem, if any) to give them the most use- 
ful information at the lowest possible 
cost. 


Where there is a Cost System 


Now let us consider the case of a 
business where there is a cost-account- 
ing system already in force. It may be 
that the cost accounting system has 
been devised as part of the overall ac- 
counting system, so that the problem 
of integration has been solved. But in 
most businesses this is not so. 


The cost system has usually been in- 
troduced in something of a piecemeal 
fashion. Often because of rapid ex- 
pansion during the war years it was 
not possible to give to the installation 
as much attention as was desirable. 
Whatever the cause, it is usual to find 
that no serious attempt at integration 
of the cost accounting and financial 
accounting has been made. 


The broad picture of the ramifica- 
tions of the financial accounting and 
cost accounting systems should be ex- 
amined to see how they fit into the 
overall purpose of the accounting 
organisation. 


The Chart of Accounts should be in- 
vestigated, if there is one. This is a 
useful aid, for it is often easier to see 
from these Charts and attached dia- 
grams just how each section or each 
system works. Bearing in mind the 
overall purpose of the accounting 
organisation the following questions 
may be asked :— 
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Is the cost accounting system in use 
most suited to the business or should 
another concept of cost finding and 
control be used? For instance, 
would marginal costing be more in- 
formative and less costly? Or 
should standard costs replace a job- 
order system? 

Is the process of cost finding carried 
too far? Are expenses apportioned 
and allocated to such a degree that 
the effort involved is not justified 
by the use made of the figures? 

. Does the financial accounting sys- 
tem duplicate some phases of the 
cost system? In other words is 
effort expended in dissecting ex- 
penditure in the Private Ledger 
while the cost department at the 
same time is doing similar dissec- 
tion as part of the detailed work of 
cost finding and control? 

Is the process of reconciling the 
Cost Ledger and the Private Ledger 
such a big task that it seriously in- 
terferes with the other work of the 
cost departmefit? (In a properly 
integrated system this problem of 
reconciliation almost disappears, as 
both the “cost” and “financial” ac- 
counts are part of the one system.) 
Is it possible that the cost account- 
ant and the financial accountant are 
both concentrating so much on the 
details of their respective tasks that 
neither is providing the adequate 
and prompt information that is 
needed by management? 

The answers to these questions will 
determine the best way of achieving 
integration. For instance, a slight ex- 
pansion in dissection in the Private 
Ledger may eliminate the need for 4 
detailed Cost Ledger. 

It may be that the effort involved in 
the detailed dissection is not warranted, 
and yet the information in the Private 
Ledger may not be dissected in quite 
enough detail. 

If detailed cost analysis is required 
it can be done without all the elaborate 
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procedure conventionally associated 
with setting up a cost department. 
After all, subsidiary ledgers for debtors 
and creditors are controlled through 
Control accounts in the Private Ledger 
without having to set up separate ac- 
counting departments. 


The aim should be to incorporate 
whatever cost analysis is necessary 
into the accounting system in some- 
what the same way as detailed informa- 
tion on debtors, creditors, and share- 
holders is handled. 


In some cases a large part of the re- 
cords of the Cost Department deal with 
technicalities of bringing entries into 
one set of books from another and re- 
conciling balances—work that is made 
necessary only because the cost and 
financial records are not integrated. 


Example of Integration 


This problem was met by a secretary 
of a company which operated an abat- 
toirs and several retail butchers’ shops. 
On appointment he found that there 
was an elaborate system of cost analysis 
in force. The system brought to ac- 
count all sorts of details but failed to 
provide reliable information for man- 
agement at the time when it was 
needed. 

The secretary noticed that the re- 
cords showed such details as the cost 
of producing a pound of steam; they 
showed the allocation of costs in an ex- 
tremely detailed manner; but they did 
not provide an answer to important 
questions such as these:— 

What price is needed to make the 
manufacture of small goods and 
other by-products profitable? 

What contribution towards fixed 
overhead and net profit are the 
retail shops making? 

Is it worth while to continue these 
shops or to expand with more 
shops? 
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What was the result of the opera- 

tions last month or last week? 

He soon came to the conclusion that 
the system had been installed by some- 
one whose enthusiasm for the tech- 
nicalities of costing far exceeded his 
appreciation of what was needed by 
that particular company. So _ he 
abolished that system and worked out 
a new approach to the accounting re- 
quirements of the company. 

From a study of the yearly financial 
statements and his knowledge of the 
industry, he ascertained what was the 
basic cost structure, and how the 
various costs were affected by varia- 
tions in sales. 

The vital thing was to know what 
costs were incurred by killing a batch 
of stock, or producing by-products, or 
operating the retail shops, which would 
not have been incurred if these things 
had not been done. 

He then had information on which 
wise buying and selling decisions could 
be based. To a large extent it is on 
such decisions that success in that busi- 
ness depends more than anything else. 

The profits of the company were 
greatly increased by expansion of the 
by-products and retail-shop operations. 
This had not been done previously be- 
cause the accounts showed that they 
were operating at a loss—an artificial 
loss caused by debiting against such 
revenues a portion of expenses for ad- 
ministration and other fixed charges. 
Under the new integrated accounting 
system this misleading impression was 
corrected. 

Realising that these expenses would 
be incurred whether or not the by-pro- 
ducts and retail shops were operated, 
the secretary wisely eliminated them 
from statements showing the results of 
these departments. 

The statements then showed that 
these departments were making a con- 
tribution to net profits. Acting on 
these statements, the secretary—who 
was later appointed manager—was able 
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to increase net profits by expanding 
production and sales in these depart- 
ments. 

In the major departments of buying 
livestock from local and other areas 
for killing and sale to Sydney markets, 
killing stock for other operators, etc., 
the same approach was most useful. At 
times, sale prices dropped, or purchase 
price of stock rose so much, that there 
was a very small margin. 

The accounting organisation then 
gave accurate information as to the 
maximum buying price the company 
could offer and still make a profit. Thus 
in difficult times they were able to 
make small profits rather than run at a 
loss because of the works being idle— 
all because the right information was 
available. 

Often visitors call on the manager 
and ask him about his accounting sys- 
tem, for the success of the company has 
earned it quite a reputation. After 
talking for a while they often say 
“Now, Mr. , could you tell us how 
much it costs you to kill a pig?” With 
pencils poised they wait to write down 
his answer, which they expect will run 
to three or four decimal places of a 
penny. But the pencil often drops 
from their hands in surprise when he 
replies: “As a matter of fact I don’t 
know. 

“We have never bothered to work it 
out: such a figure would be of no use 
to us. But I do know this: Jt costs 
money—in fact a lot of money—not 
to kill a pig.” He then goes on to ex- 
plain that so many factors enter into 
it—seasonal conditions, buying policy, 
the level of activity in the works— 
that any figure calculated would not be 
a reliable indication. In any case it is 
not that figure, but the marginal cost 
or the direct cost, on which most de- 
cisions must be made. 

This is an admirable illustration of 
the practical use of the marginal cost 
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concept—a concept that is gradually re. 
ceiving more consideration, but which 
is not yet accepted by all cost account- 
ants. 

But basically it goes further than 
that. It shows the advantages of tak- 
ing a broad view of accounting require- 
ments, of deciding on what is needed 
and adapting the accounting set-up 
accordingly even if it means abandon- 
ing an elaborate system. The account- 
ing system—including both what we 
generally term cost accounting and 
financial accounting—must be “custom 
built” for the particular business. 

That the allocation of costs to depart- 
ments in detail was abandoned in this 
successful system is not a condemna- 
tion of normal cost-accounting prac- 
tices. Nor does it mean that students 
should forget all they have learnt or 
are learning about cost classification 
and distribution. 

Those techniques are essential for 
many purposes. But in using them, 
accountants must not overlook the need 
for an integrated accounting set-up 
and the advantages of using that cost 
concept which is most appropriate. 


Integration where there is no Cost 
System 


Now let us turn to the vast number 
of businesses where there is no cost 
accounting system in use. Here again 
the approach is to take the financial 
statements as a starting point and see 
what are the overall requirements of 
the accounting organisation. Then 
there is a better chance of making 4 
wise decision on what improvements or 
changes are needed. 

Too many businessmen and account- 
ants are inclined to think that the 
modern developments of accounting 
(including cost accounting) are too ad- 
vanced for them. They believe that 
such things are for larger firms or 
firms of a different type. If their 
business is not one that lends itself to 
the introduction of large-scale cost ac- 
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counting systems they tend to make no 
use at all of many developments. And 
yet the application of one or two of the 
concepts of cost accounting may be 
most useful. 

An example of this is the use of bud- 
gets. The smallest business can profit 
from the use of budgeting. It is not 
diffcult to set a simple budget based 
on previous financial statements, a 
study of the business and a knowledge 
of plans or hopes for the business. 

The budget may be expanded, or flex- 
ible budgets may be introduced gradu- 
ally, after the initial installation is 
working properly. Comparison of 
monthly trading results with the bud- 
get helps in keeping the business 
headed towards its goal. Control of 
expenditure is facilitated and efficiency 
can be improved. Incidentally, bud- 
gets can be applied in almost every 
business though other techniques such 
as standard costs are not appropriate 
in every case. 

There is this important point: the 
very setting of a budget draws atten- 
tion to many aspects of the cost struc- 
ture which otherwise can escape atten- 
tion. 

What many people overlook is the 
fact that the principles or concepts can 
be usefully applied though the normal 
detailed application may not be appro- 
priate. Take stock as a case in point. 
Obviously a retail store cannot use the 
stock cards and perpetual inventory 
which is suitable for manufacturers. 

But why not apply the principle even 
if some details have to be estimated? 
Purchases can be debited to a stock ac- 
count—or possibly a separate stock 
account for each department—and sales 
credited to that account at cost by 
deducting from sales the estimated 
gross-profit margin. 

If this is done there is an indication 
of the trend of stock movements even 
though the figures may not be ab- 
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solutely correct. This gives these bene- 

fits :— 

1. Daily stock balances—admittedly es- 

timated—give a much better idea of 
the rate of stock turnover than 
annual stocktaking figures, which 
are often not typical of the whole 
year. 
Insurance requirements for stock 
can be calculated more readily. If 
the stock account is kept up to date 
every day, there is useful informa- 
tion available in the event of a fire 
claim. 


A step forward can be taken by re- 
cording some of the major variations 
from normal gross-profit margins, 
e.g., sales “in the trade” at a discount, 
or sales in certain areas, or to certain 
classes of customers, “mark-downs” for 
clearance sales, etc. Again these are 
estimates but they give useful informa- 
tion. 

For instance, excessive mark-downs 
in clearance sales may highlight the 
cost of unwise buying, insufficient finan- 
cial planning or other factors which 
made the clearances necessary. 

By concentrating on major varia- 
tions the recording is facilitated. Per- 
haps the use of different invoices for 
some types of sales may be convenient: 
this may already be done. Or the 
variation may be calculated by merely 
applying the percentage mark-downs 
to sales on the appropriate days. 

Physical stocktaking on which finan- 
cial statements are based will reveal a 
difference between estimated stock and 
actual arising from errors in estimat- 
ing or other factors which it is imprac- 
ticable to take into account. But the 
application of “the principle of excep- 
tions” is beneficial no matter how 
limited the application may be. 

Those interested in more details of 
this scheme may find some interest in 
my article “Control of Trading Stock” 
in the January, 1949, issue of The 
Chartered Accountant in Australia. 
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Example of Integration where there is 
no Cost System 


Having considered the application of 
budgeting and stock control let us see 
how the organisation with no costing 
system may make use of integrated 
accounting. 

I believe that the best illustration 
would be of a business which is small 
and normally regarded as not suited to 
the application of cost accounting, stan- 
dard costs, and the like. So I will ex- 
plain how I tackled this problem some 
years ago in a small public accounting 
practice—a “service type industry” 
where practically every job differs 
from any other, and where there is 
none of the uniformity or mass produc- 
tion for which cost accounting, includ- 
ing standard costs, is regarded as nor- 
mal. 

In public accounting orthodox annual 
financial statements are of little use 
because ; 

1. They normally do not take into ac- 

count work in progress. Differ- 
ences between work in progress at 
the beginning and end of a period 
can distort results. 
Prompt information is needed. To 
some extent the results of yester- 
day are the basis for setting today’s 
fees. Up-to-date knowledge of costs 
and profit must be constantly avail- 
able if the practice is to be as re- 
munerative as it should be. 


I approached the problem through a 
consideration of the yearly financial 
statements after putting them into ver- 
tical or narrative form. This helps 
greatly in any business by making more 
evident the basic features of the re- 
sults. After due consideration it seemed 
that the answer lay in budgeting and 
a modified application of the standard- 
cost concept. 

The budget was based on an attempt 
to make the practice “worth while”. 
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This can be illustrated by assuming the 
following figures :— 


Desired Minimum Net Profit is cal- 
culated like this :— 
By carrying on the prac- 
tice remuneration otherwise 
available as salary is sacri- 
ficed to the extent of, say .. £1,000 
Capital invested in the busi- 
ness, having regard to the 
risk involved should return, 
say, 8% on £1,200 96 
For accepting the somewhat 
higher degree of personal 
responsibility involved in 
public practice (audits, 


etc.) an amount of, say, .... 200 


making a total of £1,296 


Now let us suppose that a budget of 
expenditure on salaries, rent, station- 
ery and other expenses based on pre- 
vious results and an allowance for ex- 
pected salary increases, amounts to 
£1,204. This means that fees must 
return £2,500, i.e., desired net profit of 
£1,296 plus expenses that must be re- 
covered, £1,204. 

Next step is to turn to the earning 
capacity of the practice, i.e., the amount 
of productive time of the principal and 
staff available. From memoranda or 
time records and other factors it may 
be found that the principal who has to 
attend to supervision and staff train- 
ing, etc., can average on each day 5 
hours productive time. The senior 
clerk can average 6? hours per day and, 
say, one of the typistes who spends a 
part of her time on productive time 
(writing up books, etc.) can average 2 
hours per day. These times are based 
on a normal working week. Any 
extra work that the principal does 
should return him extra remuneration. 

In a year of 52 weeks there are 260 
working days. From this must be de- 
ducted 15 days for three weeks’ annual 
holidays, 10 days for statutory holi- 
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INTEGRATION OF COST ACCOUNTING — Continued 


days, an estimate of a week, i.e, 5 
days for sickness or other absence, an 
estimate of 7 days for honorary work 
based on expected commitments, and 
finally, an allowance of 10 days for 
“idle capacity” caused by occasional 
shortages of work. 

These deductions aggregate 47 days, 
so from the 260 days are left 213 days 
on which calculations are based. 


On this basis the productive times 
available are :— 
Principal, 213 days at 5 
hours per day 
Senior, 213 days at 6% 
hours per day 
Typiste, 213 days at 2 
hours per day = 426 hours 
Taking into account qualifications, 
type of work being done, and other 
relevant factors the time of the senior 
is estimated to be worth 60 per cent. 
of the principal’s, and the typiste’s time 
is estimated to be worth 25 per cent. 
of the principals. Now to get a com- 
mon factor times can be simply con- 
verted to the equivalent of the prin- 
cipal’s rate as under :— 
Principal’s time 
Senior’s time in terms of 
principal’s (60% of 
1438) 869 hours 
Typiste’s time in terms 
of principal’s (25% of 
106 hours 


=1065 hours 


=1438 hours 


1065 hours 


making total in terms 
of principal’s time .... 2040 hours 


Now, if we divide the total recovery 
required in the budget by the hours 
available we are getting somewhere. 
The sum of £2,500 divided by total 
hours of 2,040 gives a result of £1/4/6 
an hour. That means that the avail- 
able hours at that rate will just return 
the budget requirements of a net pro- 
fit of £1,296. 
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To set a rate that cannot be obtained 
would be futile. Similarly it would be 
unwise to set a rate lower than that 
which can be reasonably obtained 
merely because that rate is the amount 
based on the budget. 


The scale of fees recommended by 
Institutes, the standard of fees obtain- 
able in the area, and other factors must 
be taken into account. As a result, in 
the illustration, the standard fee for 
the principal may be set, not at £1/4/6, 
but at, say, £1/10/-; the senior’s time 
world then be valued at 18/- an hour 
and the typiste’s at 7/6. (Actually 
these rates are obviously much less 
than the rates that have to be charged 
in practice; they illustrate the principle 
but are not a true indication of actual 
conditions. ) 

As part of the system the time re- 
cords are put on a sound basis. Prin- 
cipal and staff members record their 
time on daily time sheets or other 
record preferably reconciling the pro- 
ductive time and total unproductive 
time with the number of hours worked 
each day. 


Clients’ time cards are posted and 
balanced daily by a “short cut” 
method of balancing the movement on 
all operative cards with movement on 
control without bothering about the 
vast number of cards on which no 
entry was made on any particular day. 
(Time worked for clients is posted as 
a debit and time charged as a credit.) 

As each job is completed the prin- 
cipal (or senior in some cases) cal- 
culates the time shown on the card— 
in various columns for the various 
rates—at the standard rates applicable 
to each. He may have to charge less 
than that figure because the fee is 
fixed, or for policy or other considera- 
tions. 

He may be fortunate enough to be 
able to recover more than standard. 
The difference between fee charged and 
standard amount is shown on the time 
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charged slip as an over or under varia- 
tion. 

A summary of these variations gives 
vital information. It highlights those 
fixed-fee jobs, such as audits, which are 
uneconomic and shows what other jobs 
are not paying their way. More im- 
portant, this information lessens the 
chances of the practitioner taking the 
easy way out by “letting it go” at the 
uneconomic amount charged for the 
last five years. 

If such a system were employed uni- 
versally, a large part of accountants’ 
worries over fees would disappear, for 
their fees would be based mainly on 
facts rather than guesswork. 

This further example of the principle 
of exceptions is incorporated into the 
monthly statements for the practice. 
Provided expense is controlled by con- 
stant supervision supported by com- 
parisons with the budget, the success 
of the practice depends on— 

1. the amount of productive work 
done; and 

2. the recovery of an adequate rate 
for work done. 


So the result can be arrived at merely 
by taking time on productive work done 
at standard rates plus or minus net 
over or under variations. Budgeted 
expenditure (with adjustments for 
those variations revealed by the re- 
view) deducted from this figure give 
net profit. So at half past nine on the 
morning of the first day of the month 
you can see the result for the previous 
month. More involved matters such as 
absorbing holiday costs, etc., are dealt 
with in my article “The Application of 
Managerial Accounting to Public Ac- 
counting” which appeared in the Aug- 
ust, 1950, issue of The Australian 
Accountant. 

The practitioner may be wise to use 
the marginal cost concept in making 
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some decisions but he must be careful 
that he does not take on more and more 
work at unremunerative fees. There 
are ethical as well as economic reasons 
for using the approach described above. 


This brief description of the set-up 
in a public-accounting practice shows 
how the standard-cost concept or the 
principle of exceptions has been suc- 
cessfully applied in a somewhat novel 
form. Moreover, it has been applied 
to a type of business far removed from 
those in which you expect to see such 
techniques. To apply these and other 
useful concepts in many other new 
fields should not be beyond the in- 
genuity of accountants who are deter- 
mined to provide information that will 
really help management or proprietors. 


Conclusion 


Perhaps it is worth while here to re- 
peat the earlier statement that integra- 
tion is a fundamental approach or a 
philosophy rather than an application 
of this or that particular system. In- 
tegration of cost-accounting and finan- 
cial-accounting concepts is something 
that interests every accountant, not 
merely those who are in the accounting 
or cost-accounting sections of commer- 
cial or industrial concerns. 


There is a point we must not forget. 
Despite the advances made by account- 
ing in recent years, there are many 
businessmen and specialists who still 
thing of the accountant as nothing 
more than a bookkeeper. They believe 
—or claim—that he is too impractic- 
al, too inflexible, that he cannot “see 
the wood for the trees”. So long as 
this attitude exists, we accountants 
cannot miss any chance to convince the 
business world of the value of account- 
ing. In this task, there are many 
things which we must do. Not the 
least of these is to integrate the con- 
cepts of financial-accounting and cost- 
accounting. 
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EDUCATION FOR MANAGERIAL 
ACCOUNTING 


By Prof. Mary E. Murphy, Fulbright Lecturer. 


O MUCH has been written in all 
parts of the world about the duties 
and responsibilities of professional 
accountants but almost nothing con- 
cerning the new, vital field of account- 
ing as a managerial tool. Yet the age 
of Elizabeth II, about to be initiated, 
will demand of everyone in the Old 
Country across the sea and in the Do- 
minions and Colonies the efficiency of 
personal and company effort essential 
to an improved sterling position in in- 
ternational trade and an enlarged pros- 
perity within the British family of 
nations. In the achievement of these 
objectives, accounting must play its 
part. Here in Australia the practi- 
tioner’s role has been unified and en- 
hanced because of the recent merger 
within professional ranks which at 
once clarifies and improves the account- 
ant’s contribution to the Common- 
wealth. 


But change cannot be accomplished 
overnight, as the pursuit of theory and 
technique is arduous, although modifi- 
cation of practice can probably be most 
easily achieved in Australia where 
your Society, in contrast to profes- 
sional organizations elsewhere, is not 
composed largely of practising mem- 
bers who desire to concentrate study 
solely upon the advancement of au- 
diting principles. You are able, in- 
stead, to maintain proper perspective 
for viewing the respective domains of 
both professional and private account- 
ancy. This evening you are concen- 
trating attention especially on the 
mental equipment and horizon demand- 
ed of the managerial accountant in his 
ever-enlarging role of recorder and in- 
terpreter of the volume of financial 
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data contained in the journals and 
ledgers of modern business enterprise. 


In an address before the Internation- 
al Congress on Accounting, 1952, a 
member of your Society, Mr. A. A. 
Fitzgerald of Melbourne, stressed the 
serious handicaps to progress in the 
use of accounting as an aid to man- 
agement, stating: “The public account- 
ing branch of the profession has been 
preoccupied with difficult problems of 
general accounting — the form of pub- 
lished financial statements, taxation, 
auditing, price control and the like — 
and has had little time, and apparent- 
ly less inclination, to interest itself in 
the development of cost accounting. 
An especially serious consequence has 
been that general accounting and cost 
accounting have come to be looked 
upon as separate and unrelated, in 
study as well as in practice.” Turning 
to Australian conditions, Fitzgerald de- 
clared that accountants here “are natu- 
rally conservative: there is a notice- 
able disinclination to change methods 
and forms which have been in use for 
a long time ... In many instances, 
cost accounting has become a routine 
process, instead of a flexible and adap- 
table tool of management.” 

Preparation for managerial account- 
ing, it is apparent, should be just as 
broadly and just as thoughtfully con- 
ceived as education for professional 
accounting, the Bar or medicine. Its 
standards should be outlined and imple- 
mented without delay in a pioneer 
country, such as Australia, where the 
industrial, public utility, mining and 
financial development of the near 
future will be advanced by adequate 
cost data concerning every facet of 
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production and distribution. Members 
of your Society are challenged to accept 
this new avenue of service to society 
— the design, installation and analysis 
of managerial accounts — rather than 
to place themselves in the position of 
many English Chartered Accountants 
who have seen the field of cost account- 
ing usurped by so-called system en- 
gineers. 


Mr. T. B. Robson, President of the 
Institute of Chartered Accountants in 
England and Wales, recently de- 
plored this trend in his own coun- 
try, stating in part: “Accounting 
systems work is not a mysterious 
cult which need make us feel that 
the work is outside our ability or scope; 
on the contrary, it ought to be largely 
our preserve.”! Acceptance of a wider 
scope of appointments by the profes- 
sional accountant will require an educa- 
tional background which breaks with 
the traditional emphasis on auditing as 
the main sphere of practice, and a 
closer liaison between the profession 
and the University. This liaison was 
attained in America in the early years 
of this century and it is being welded in 
Britain today. 


Broader fields 


It would appear that the clock of 
progress cannot be turned back, and 
that the accounting profession in Eng- 
land and in other countries as well has 
moved beyond the confines originally 
set for practice, and verification of 
historical accounts, and into the virgin 
field of system installation and cost 
interpretation. Taxation has made 
this transformation possible as it has 
constantly harrassed business manage- 
ments with the problems of current 
profit determination and _ analysis, 
forcing them to record and validate 
every item of expenditure. In this 
connection, the accounting records and 
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annual reports of the British national- 
ized industries represent accounting in- 
genuity at its keenest level as, with no 
precedents, the accountants for these 
industries have designed documents for 
submission to Parliament which have 
met the critical standard of that august 
body. 


Let us take, for instance, the accounts 
of the Iron and Steel Corporation. 
Although not obliged to produce con- 
solidated statements in its first finan- 
cial year, set for September 30, 1951, 
the Corporation realized that its own 
accounts would not sufficiently reflect 
the progress of the industry as a 
whole. Accordingly, steps were taken 
to ensure that the subsidiaries follow- 
ed common accounting principles in 
preparing their accounts, and to 
arrange for the submission of the ad- 
ditional information necessary for the 
preparation of consolidated accounts 
by the Corporation. Information as 
to existing accounting policies and 
practices was obtained from a repre- 
sentative cross-section of the industry 
and, after a draft had been prepared, 
discussed and constructively criticized, 
a final booklet of instructions was des- 
patched to all subsidiaries in July 1961. 


Factual Accounts 


Whatever restraint has been put on 
the long-term policy of the Corporation 
because of the political uncertainty 
which has attended it since its incep- 
tion, the factual and forth-right man- 
ner in which its accounts have been 
rendered is worthy of study not only 
for the insight which they give of the 
industry but also for a proper appre- 
ciation of how one of the largest and 
most difficult exercises in financial in- 
tegration ever attempted was achieved’. 


The positive contribution of account- 
ants to business management repre- 
sents one of the most important chap- 
ters in the evolution of higher account 
ancy, most of which is still unwritten, 
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although clear portents of things to 
come are evident in a variety of spheres 
— in the rising standard of education 
for all areas of accountancy before 
qualification for membership in profes- 
sional bodies; in the formation of 
specialized departments of cost and 
systems accounting within public 
accounting organizations; in the pub- 
lication of scholarly and popular trea- 
tises on every conceivable phase of 
management accounting; and in the 
appearance of the controller as a key 
executive in most large companies. 


The Controllers Institute of America 
has defined the function of the con- 
troller, for purpose of admission to its 
ranks, as follows: 


1. To establish, coordinate and 
maintain through authorized man- 
agement an integrated plan for the 
control of operations. Such a plan 
would provide, to the extent required 
in the business, cost standards, ex- 
pense budgets, sales forecasts, profit 
planning, and programmes for capital 
investment and financing, together 
with the necessary procedures to 
effectuate the plan. 


2. To measure performance against 
approved operating plans and stan- 
dards, and to report and interpret 
the results of operations to all levels 
of managements. This function in- 
cludes the design, installation and 
maintenance of accounting and cost 
systems and records, the determina- 
tion of accounting policy and the 
compilation of statistical records as 
required. 


3. To measure and report on the 
validity of the objectives of the busi- 
ness and on the effectiveness of its 
policies, organization structure and 
procedures in attaining those object- 
Ives. This includes consulting with 
all segments of management respon- 
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sible for policy or action concerning 
any phase of the operation of the 
business as it relates to the perform- 
ance of this function. 


4. To report to Government 
agencies, as required, and to super- 
vise all matters relating to taxes. 


5. To interpret and report on the 
effect of external influences on the 
attainment of the objectives of the 
business. This function includes 
the continuous appraisal of economic 
and social forces and of Govern- 
mental influences as they affect the 
operations of the business. 


6. To provide protection for the 
assets of the business. This func- 
tion includes establishing and main- 
taining adequate internal control 
and auditing, and assuring proper 
insurance coverage. 


In Touch 


Most controllers are in constant 
touch with the President and Vice- 
President of their companies, and are 
in a position to know and understand 
every type of business problem. Their 
responsibility is to prepare any in- 
formation required to shed light on 
these problems and to suggest the 
proper method of solution. Manage- 
ment practice in the United States, ex- 
emplified by such large corporations as 
General Motors and DuPont, is moving 
toward decentralized responsibility in 
operations, with co-ordinated control. 
This control to a large extent operates 
through accounts — without the deve- 
lopment of accounting technique, es- 
pecially in the field of budgetary 
control, it would be extremely difficult 
to pursue the policy of decentralization. 


One important development is in the 
field of special accounting reports, with 
American management expressing its 
determination not to be overwhelmed 
by masses of routine accounting data. 
It is part of the education for control- 
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lership to learn the value of cost 

accounting and other control figures, 

and what can and cannot be inferred 

from these figures. 


Under modern American practice, 
routine reports are supplemented by 
special reports requested by manage- 
ment or suggested by the controller. 
One month these reports may consider 
stores problems, another month labor 
unrest, and still another machine utili- 
zation. Companies using this tech- 
nique declare that the effectiveness of 
the accounting information as a means 
of apprising management is enhanced, 
as executives have more time to con- 
sider special points with resultant 
higher efficiency and lower costs. 


Coupled with this, there has been the 
tendency to shift detailed statements 
further down the line of executive 
authority, with lower managerial levels 
receiving much of the information 
formerly transmitted to top manage- 
ment. This tendency points up an in- 
teresting aspect of the decentralization 
referred to above, which presupposes 
a higher level of business preparation 
in all ranks of business personnel. 


Speed Counts 


Great emphasis is placed on prompt- 
ness of reports. Accuracy is expected, 
but it is quite common for actual 
figures to be used for three weeks out of 
a month, and for the final week to be 
estimated. Here the skill of the con- 
troller is manifest, with the recording 
of business transactions regarded as a 
bookkeeping function. In most com- 
panies, cost and financial accounts are 
completely integrated, with their pur- 
pose dedicated to aiding management, 
and everything subordinated to this 
aim. Annual accounts, auditing reports 
and tax statements, under this view, 
are regarded as by-products. On the 
part of management, it is essential 
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that a clear knowledge of the value 
of accounting data be obtained in the 
first instance in the University, with 
the educational objective that of learn- 
ing how to bridge the gap between the 
accountant and the manager in both 
the small and large organization, and 
later broadened through business ex- 
perience. 


Reports submitted to American 
Boards of Directors, with any neces- 
sary explanations given verbally by the 
President, Vice-President or Controller, 
always include a balance sheet and a 
profit and loss account, with usually 
the following additions: Position of 
stocks, disposition of funds or working 
capital, capital expenditures and future 
commitments, and sales and produc- 
tion statistics. Frequently the balance 
sheet is followed by detailed schedules, 
separately classifying assets, liabilities 
and reserves, especially depreciation 
reserves. The profit and loss account 
starts from gross sales and proceeds 
through a deduction of manufacturing 
costs to gross profit, from which is de- 
ducted selling and administrative ex- 
pense to arrive at net profit before 
Federal tax, and after a deduction of 
estimated tax to a final figure of net 
profit after Federal tax. 


These two documents are frequently 
supported by detailed schedules show- 
ing manufacturing, selling and admin- 
istrative expenses, with appropriate 
attention to the position of inventory 
in quantity, value and rate of turn 
over, and as to variations in capital ex- 
penditure. It is customary for Ame- 
rican companies to prepare detailed 
balance sheets and profit and _ loss 
accounts every month, with data avail- 
able as soon as the tenth and seldom 
later than the twentieth of the follow- 
ing month. 


The Anglo-American Productivity 
Team on Management Accounting con- 
cluded in 1950 that the main lessons 
to be learned from the United States 
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in the field of industrial accounting 
were, on the part of management, the 
vigorous use made of accounting, and 
the understanding of its advantages 
and limitations; and on the part of the 
industrial accountant, wholehearted de- 
votion to the idea that accounts exist 
to serve management. Technically, it 
was felt that British accountants are 
as well equipped as American practi- 
tioners, but that they work in a differ- 
ent setting. There is no apparent 
reason why British accountants should 
not serve management as well as do 
American accountants if British man- 
agements accept the responsibility of 
demanding the same high standard of 
service as American executives require 
today. 


As an example of progressive Ame- 
rican managerial practice, the United 
States Steel Corporation is cited. This 
is an integrated steel manufacturing 
business engaged in mining raw mate- 
rials (coal, iron ore and limestone), 
producing basic steel for direct sale 
and for fabricating and converting 
into finished products. The Corpora- 
tion is the largest steel producer in the 
world, selling a major part of its out- 
put to other manufacturers for pro- 
cessing into many types of consumer 
and capital goods, with its subsidiary 
enterprises engaged in the manufacture 
of fabricated steel for buildings and 
bridges, barrels, and oil drilling and 
pumping equipment. Within the Steel 
organization, the Operating Depart- 
ment has by far the largest number of 
people, with the Accounting Depart- 
ment ranking second in size, the Sales 
Department third, and other Depart- 
ments concerned with Engineering, In- 
dustrial Relations, Law, Public Rela- 
tions, Purchasing, Research, Traffic 
and Treasury. 


The Australian Accountant, August, 1953 


The Controller 


The keynote of United States Steel’s 
broad scope of industrial accounting is 
found in the follewing section of its 
by-laws: “The controller shall analyze 
and check, and assist other officers of 
the company in analyzing and check- 
ing, the policies and activities of the 
company, as revealed by the records. 
He shall also assist other officers in 
determining future policies and plans 
by developing and interpreting facts 
and applying good business judgment 
to the conclusions to be deducted from 
such facts.” 


The controller of U.S. Steel, further- 
more, as head of the Accounting De- 
partment, is recognized as a major ex- 
ecutive. He directs all accounting 
functions and has authority over 
accounting policies and principles, in- 
cluding internal auditing, taxes, costs 
and controls over expenditures. A 
further function of office service and 
management relieves other executives 
of details which otherwise might con- 
flict with their primary responsibility 
for production and sales. 


The large business entity in both 
America and Britain, as would be 
illustrated by the United States Steel 
Corporation and Unilever, Lever & Co. 
Ltd., has reached full recognition of 
the accountant’s contribution to man- 
agement. In the smaller company, 
however, the idea is frequently novel 
that accountancy can be a productive 
service, capable of reducing costs and 
improving profits, and in some cases 
antipathetic to their understanding of 
the verification role of the auditor. On 
the other hand, there are many enter- 
prising companies which use account- 
ing services to the utmost, from double 
entry records all the way through cost 
analyses, budgets and tax statistics. 
Between the two extremes are a large 
number of prosperous companies which 
have never been forced, by economic 
pressure, to consider the necessity of 
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analyzing their costs, and here is a 
fruitful field in which the trained 
accountant can labor. 


Budgets 


A new technique of _ industrial 
accounting has been fashioned in recent 
years, based on the use of budgets at 
the departmental level and the incorpo- 
ration of predetermined technical costs 
in the double entry accounting system. 
Great importance is attached in Ame- 
rica to accurate and scientific budget- 
ing, and the utilization of budgets as 
a means of managerial control is almost 
universally accepted there. However, 
although budgetary control is on the 
increase in Great Britain, neither the 
function nor the value of budgets is 
sufficiently appreciated. 


Briefly stated, the purposes of a 
budget are seen to include: First, to 
establish a definite objective of per- 
formance for the enterprise; second, to 
aid in the formulation of executive 
policies governing future operations; 
third, to promote cooperation in fur- 
thering the policies adopted and in the 
execution of the plans; fourth, to de- 
termine limits within which expendi- 
tures are to be confined; fifth, to deter- 
mine what funds will be required, when 
they will be needed, and from what 
sources they will be derived; sixth, to 
set up comparisons and checks to show 
currently the degree and quality of 
operating performance; and, seventh, 
to indicate when and where operating 
changes must be made currently in 
order that planned objectives may be 
realized. 

The responsibility for a budget pro- 
gramme should be placed in the hands 
of some executive who is closely con- 
nected with the central management 
control. Logically, and frequently in 
practice, this individual is the control- 
ler, but sometimes a budget officer is 
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selected and designated as an assist- 
ant to the president, or the treasurer 
is charged with the budget responsi- 
bility. Irrespective of title, the budget 
officer should work through a budget- 
ary committee composed of heads of 
the various departments. In preparing 
the budget, it is essential that certain 
policies be definitely established, at 
least for the forthcoming budget 
period. Among the more important 
are a sales policy as to what product 
is to be sold, where, under what terms, 
and at what prices; the level of wages 
to be paid and hours to be worked; 
amount of inventories to be carried; 
and programme of improvement, better- 
ments and increases to plant and equip- 
ment. 


Unless the budget is prepared in 
such a manner that it is an attainable 
standard of performance, it will fail 
of achievement. Therefore, budget 
estimates must be fair and reasonable 
and must not be viewed as doubtful of 
attainment. 


Speaking at the Institute of Cost and 
Works Accountants’ summer school at 
Cambridge University, late in 1952, 
Mr. Cyril A. Herring, Chief Account- 
ant of British European Airways Cor- 
poration, discussed the problem faced 
by his company in the preparation and 
operation of budgetary control. Initial 
costs of capital equipment were s0 
heavy in the aircraft operating in- 
dustry that the preparation of a long- 
term sales forecast and a long-term 
equipment forecast was essential. 
These had to be reviewed from time to 
time as internal and external condi- 
tions were constantly changing. 


Short-term Plan 


From these forecasts, in turn, was 
derived a short-term plan consisting of 
a short-term sales forecast and a fore- 
cast of potential output — or its equl- 
valent in the aircraft operating indus- 
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try, a forecast of the total flying hours 
available. This short-term plan was 
an essential link between the long- 
term forecast and the eventual budget 
and provided such information as the 
number and types of aircraft available, 
the anticipated flying hours per air- 
craft, the loads which the aircraft 
could lift and the percentage of capa- 
city which should be filled, the number 
of crews and the flying hours of each 
crew, the basic route pattern, and an 
indication of the comparative profitabi- 
lity of all routes. 


The above-stated information of 
BEAC enabled the company to prepare 
a production programme giving detailed 
operating schedules and load estimates, 
showing the routes to be operated, the 
frequency and days of operation, and 
the times of departure and arrival at 
airports. Once the production plan 
was in existence, revenue and expendi- 
ture budgets were then compiled and 
combined in an overall budget to pro- 
duce an estimate of the results to be 
achieved in the period under review. 


It might be interesting, at this point, 
to refer to the fact that the British 
Overseas Airways Corporation has a 
Financial Comptroller who is in charge 
of a revenue-plus-expenditure turnover 
of some £70 million a year, in thirty- 
three different currencies, and who 
maintains a staff of fifteen Chartered, 
eight Incorporated, five Cost and 
Works, and eight Certified Account- 
ants, of whom eight are on the internal 
audit staff.* 


New Phase 


Modern industrial accounting differs 
greatly from what was deemed ade- 
quate a quarter-century ago while, in 
contrast, balance sheet accounting 
remains relatively unaffected. We are 
now on the eve of a major phase in 
accounting development, under which 
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transactions are not merely recorded 
in their nominal aspects, but, in addi- 
tion, these aspects are compared with 
cost standards, with the causes of the 
differences analyzed and stated. How- 
ever, the older purpose of accounting 
still remains; the profit figures disclosed 
by the new cost accounting technique 
are essentially the same as before, 
although arrived at in a different man- 
ner by starting off with expected 
results and adding or _ subtracting 
variations therefrom. 


The question most asked by manage- 
ment, when monthly or quarterly state- 
ments are presented, is why results 
differ from expectations. The tradi- 
tional form of financial statements 
cannot supply this answer, providing 
at best a comparison with one or more 
previous years. Cost data have their 
role to discharge in a study of long- 
term trends, their importance closely 
related to the speed and accuracy with 
which they are received and acted 
upon. The introduction of electronic 
machines has aided the speed with 
which reports can be transmitted to 
management, an executive of Mon- 
santo Chemical Company, (United 
States), recently stating that “reports 
which formerly consumed fifty man- 
hours in manual preparation are now 
produced through the use of an elec- 
tronic card-programmed calculator in 
eight hours. Future electronic equip- 
ment may produce them in one 
hour ... Monthly reports of com- 
panies, particularly those of large size, 
will be available only a day or two after 
the month’s close. It seems that by 
reason of this equipment, comptrollers 
will prepare operating reports fort- 
nightly or possibly weekly, rather than 
only monthly.”* Although mechanical 
devices have assumed much of the 
routine accounting tasks associated 
with large-scale business, there is no 
substitute for the brain and skill of the 
professional accountant who, however, 
must keep abreast of all new develop- 
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Concluded 
ments in order to modify and adapt 
accounting systems to utilize these de- 
vices effectively and economically. 


It is in the direction of management 
accounting that great opportunity lies, 
and many potentialities exist for en- 
terprise and initiative in developing 
accountancy as something in _ itself 
productive — whether inside industry 
or in providing a service to industry 
from private practice. Managerial 
accounting, in summary, is an attitude 
or a position with respect to the func- 
tions and purposes of accounting. 
From the managerial standpoint, 
accounting is concerned more with 
activities than it is with descriptive 
classifications; it is more projective 
than historical, it tends to emphasize 
problems and purposes more than pro- 
cedures; it stresses relevant data 
instead of accepted methods, and it 
aims at rapidity even at the loss of 
some precision. 


The managerial viewpoint deserves 
greater recognition in accounting prac- 
tice, in accounting literature, and in 
accounting instruction. This does not 
mean that independent audits are of 
lesser consequence than formerly. 
Rather, the accounting profession here 
in Australia and in Britain and Ame- 
rica should recognize both the audit 
and the managerial functions, and its 
members should not overlook the op- 
portunity for greater service by apply- 
ing their intellectual and _ technical 
skills to the advancement of manage- 
ment. 


The modern industrial accountant is 
becoming increasingly aware of the 
social aspects of his activities. With 
industry operating at the high level of 


output so essential to mass-production 
enterprise and with competition ever 
present, the costing concepts of the 
accountant can have far-reaching 
effects on the successful operations of 
business enterprise. Under the most 
favourable circumstances a_ delicate 
balance must always exist between 
wages, prices and profits. When one 
of these elements is out of balance with 
respect to the others, serious difficulties 
develop on the domestic scene which, 
frequently, have international reper- 
cussions. 


The public attitude toward business 
depends increasingly upon the success 
with which management meets funda- 
mental economic and social problems. 
For the first time in history, an indus- 
trial system is being developed which 
is capable of producing all the goods 
and services which we need and want, 
but we have still much to learn about 
making available to all the peoples of 
the world the high standards of living 
which this system can make possible. 
In this task the industrial accountant 
has a wide opportunity for serving both 
enterprise and society. 
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FINE POINTS OF COMMERCIAL LAW 


By E. H. COGHILL, LL.M. 


ACTING AS A SOLICITOR 


FURTHER example of the prob- 

lems discussed in my recent article 
on “Accountants and Solicitors,” 33 
A/A 285, is to be found in Re Mce- 
Combes and Edwards, 54 W.A.L.R. 
62, which however relates to estate 
agents and not accountants. 


The relevant legislation in Western 
Australia appears to be far more 
drastic than that in other States, which 
I discussed in that article. It is con- 
tained in the Legal Practitioners Act 
1893-1950, secs. 77 and 78. 


This legislation contains a provision, 
in sec. 77, prohibiting any person not 
a certified legal practitioner from do- 
ing any work in connection with the 
administration of law, or preparing 
any writing relating to any interest 
in property or to legal proceedings. 

But in sec. 78, it provides that no 
person shall be liable to any penalty if 
he proves that he has not directly or 
indirectly been remunerated for his 
services, and that if he receives re- 
muneration in respect of other work 
relating to the same transaction, this 
exemption shall not apply. 


What looks like a measure of pro- 
tection is turned into a rather extreme 
prohibition by this last clause, as the 
facts of this case show. 


The defendants were estate agents 
who, when they had talked the parties 
into agreement, drew up a contract of 
sale and got them to sign it. Of course, 
they were not paid for preparing the 
contract, but they expected to receive, 
and did receive, a commission on the 
whole transaction. 


Being prosecuted for a breach of 
section 77, they relied on section 78. 
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But the Court held, firstly, that the 
contract of sale was a writing relating 
to an interest in property, and that de- 
fendants had prepared it, and secondly, 
that their expectation of a commission 
took them outside section 78, for this 
commission was clearly remuneration 
arising out of the same transaction. 


I trust I am loyal to my own profes- 
sion, but I do feel that this Act goes 
too far. Estate and business agents 
cannot carry on if they cannot “strike 
while the iron is hot,” and sign up pro- 
spects without running to a solicitor, 
and I suggest that this interpretation, 
while obviously correct on the legisla- 
tion as it stands, shows that the legis- 
lation is not in keeping with the ordi- 
nary needs of the business community. 


Strangely enough, while the prepara- 
tion of the informal contract of sale 
by an unqualified agent is thus pro- 
hibited, the preparation of the final 
transfer of the title is expressly ex- 
cluded from this prohibition. One would 
think these two provisions should be 
transposed, and the formal transfer 
reserved to persons with legal training, 
while the unqualified agent should be 
allowed to prepare the preliminary in- 
formal agreement. 


SALE OF SHARES INDUCED BY 
FRAUD 


F, by fraud, I induce you to buy my 
shares, obviously I am liable in 
damages to you. If I, by fraud, induce 
you to buy all the shares in my com- 
pany, still I am liable in damages, but 
what of my fellow shareholders? This 
depends on whether I am their agent 
to negotiate, or merely to receive 
offers. 
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This is discussed in Briess v. Rosher 
(1953) 1A.E.R.717. There, the defen- 
dant, Rosher, formed a company, Nutri- 
food Ltd., to manufacture synthetic 
cream. It could only get a licence from 
the Ministry of Food by submitting its 
formula, and promising not to vary it 
without approval, but as time went on, 
and its prices remained fixed while its 
raw materials went up, Rosher, who 
was the Managing Director, made ends 
meet by adding more and more water 
to the cream in the course of manufac- 
ture. However, he realised that this 
could not go on indefinitely, and with- 
out consulting his fellow directors, he 
interviewed plaintiff, who offered him a 
price for all the shares in the company, 
based on the last three years’ accounts, 
which, of course, said nothing about 
illegally added water. 


The other directors and shareholders, 


who knew nothing about the watering 
of assets either, were interested when 


they heard of this offer, and finally ac- 
cepted it. 


Plaintiff soon found out how the com- 
pany came to be in such a good posi- 
tion, sued Rosher, and succeeded. This 
report deals with the question whether 
he was also entitled to succeed against 
the other shareholders — especially the 
other directors. 


The Court of Appeal held that 
the mere fact that they had reaped a 
benefit from his fraud was not suffi- 
cient. They must have constituted 
Rosher their agent to make these repre- 
sentations, or at least to conduct the 
negotiations which led to their being 
made. On the facts, the Court was un- 
able to find that the shareholders did 
any such thing, and the plaintiff ac- 
cordingly had to be content with a judg- 
ment against Rosher only. 


MUST AGENT ACCOUNT 
FOR PROFITS? 


HE CASE of Nordisk Insulin- 

Laboratorium v. Bencard, which 
I discussed last June, (23 A.A. 
238) was apparently not so simple as 
it seemed, for it has now been reversed 
on appeal under the name Nordisk 
Insulinlaboratorium v. Gorgate Pro- 
ducts (1953) 2 W.L.R. 879. 


Plaintiff was a Danish company 
dealing in insulin and its compounds, 
and in 1939 defendant assisted plain- 
tiff to place large stocks of insulin on 
safe deposit with Banks in various 
parts of England. In March 1940, when 
Denmark was overrun by the Germans, 
the plaintiff technically became an 
“enemy” and this insulin vested in the 
Custodian of Enemy Property. 


Defendant immediately started to 
press what it called its moral claim to 
this insulin, and finally was allowed to 
buy it for £9,500. It immediately re- 
sold for £13,000, and it was this profit 
of £3,500 for which plaintiff sued. 


The Court of Appeal, reversing the 
learned trial judge, held that merely 
to give some friendly assistance to a 
business associate, does not turn 4 
person into a trustee for him. What- 
ever one might think of the conduct of 
defendant, there was nothing illegal in 
its obtaining a bargain if it could do 
so, not from the plaintiff, which no 
longer owned the insulin, but from the 
Custodian. 


In any event, the Court of Appeal 
pointed out that it was hard to see how 
any such relationship as that suggested 
could survive the enemy occupation of 
Denmark. It would almost certainly 
amount to “trading with the enemy” 
though the Court did not definitely de 
cide the case on this ground. 
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CURRENT PROBLEMS DISCUSSED IN 


OVERSEAS 


JOURNALS 


(This instalment of notes on discussions in overseas journals covers articles in 
journals published between approximately the end of March and the end of May, 


1953. 
later date.). 


INAUGURAL LECTURE OF THE 
FIRST STAMP-MARTIN PROFESSOR 
OF ACCOUNTING 

ROFESSOR F. Sewell Bray’s in- 

augural lecture as Stamp-Martin 
Professor of Accounting at Incorpor- 
ated Accountants’ Hall appears in 
Accounting Research, April. As might 
have been expected from the nature of 
the chair, and from the outlook of its 
first occupant, the lecture lays great 
stress on the need to secure the place 
of scholarship and learning in the ac- 
countancy profession. Perhaps its 


text might be taken as being expressed 
in the following extract—“Those man- 
agement problems which are pressing 
hard upon the heels of accountants 


everywhere do not call for new subjects 
with strange qualifying titles to ac- 
counting proper. What is needed is a 
fundamental understanding of the one 
subject, so that interpretation, expecta- 
tion, and prediction and the building 
up of significant aggregates may be 
securely grounded on those concepts 
and functions which our thinking and 
experience force us to look upon as 
valid approximations to truth.” This 
claim for a fundamental understand- 
ing of accounting as an integrated 
whole is not new, but it has never been 
better expressed. Against this back- 
ground, Professor Bray emphasises that 
students should not be over-examined 
in a variety of so-called techniques at 
the expense of a proper education in the 
one subject. 


SOCIAL IMPLICATIONS OF 
ACCOUNTING 
The second annual research lecture 
of the New Zealand Society of Account- 
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There are one or two instances in which they are brought up to a somewhat 


ants, delivered by R. C. Burgess, under 
the title of “A Survey of some of the 
more Important Functions and Respon- 
sibilities of the Accountancy Profession 
in Relation to Commerce, Finance and 
Currency” appears in The Account- 
ants’ Journal (N.Z.), July. The lec- 
turer’s thesis is that the health of the 
whole economy depends on the health 
of individual business’ enterprises, 
which is best evidenced by the main- 
tenance of sound accounting ratios. 
“Every business has a condition of 
balance, relationships if you will, to 
productive capacity. . . . The aim of 
standard accounting is to allow the 
facts of theoretical balance to be 
brought out and to show where in ac- 
tual practice the bottlenecks, variations 
and weaknesses lie, so that they may be 
attended to.” Several schedules are 
appended to illustrate the use of control 
ratios. 


ACCOUNTING FOR PRICE-LEVEL 
CHANGES 


The controversy continues unabated. 
Le Roy A. Engelhardt, in The National 
Association of Cost Accountants‘ Bul- 
letin, April, in an article entitled 
“Stabilized Accounting—Time for a 
Try-out,” reminds us that it is nearly 
20 years since H. W. Sweeney put forth 
his criticism of the limitations of con- 
ventional accounting. The article goes 
on to quote from many sources discus- 
sions on proposals that accounting 
should have regard to changes in money 
value. The conclusion is reached that 
stabilized accounting should be used 
now as a supplement to conventional 
accounting, at least for a start. Stab- 
ilizing accounts on a replacement-cost 
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basis is preferred to the use of a gen- 
eral index number basis. The problem, 
so far as it relates to depreciation, is 
also discussed in an article by George 
W. Marsh, in the same issue of the 
Bulletin, entitled “What our Plant 
Accounting Programme Covers”: this 
article describes procedures used in the 
General Electric Co. 

J. J. Morgan, on depreciation in 
times of inflation, in The Accountants’ 
Journal (N.Z.), May, is a defence of 
the historical-cost basis. So also is an 
article by H. A. Briscoe, in The 
Accountant, June 6, under the title 
“Replacement Profit is False.” Mr. 
Briscoe maintains that the orthodox 
accounting method faithfully records 
what has occurred, and therefore dis- 
closes truth: the replacement method 
records something which has not hap- 
pened, and is therefore false. On the 
other hand, there have been several 
powerful articles by advocates of 
change. One, by J. L. Davis in The 
Controller, May, entitled “Depreciation 
on Replacement Cost,” is illustrated by 
schedules and entries showing the use 
of a reserve for depreciation and a re- 
serve for fixed asset replacement car- 
ried right through to the disposal of 
the asset. Another, by W. Leslie 
Child, in Cost and Management, April, 
entitled “Some Aspects of Dollar De- 
valuation in Financial Presentation,” 
deals with the problem as it is encoun- 
tered in the public-utility industry. 
Recognizing the difficulty of solution of 
the problem, this article examines prob- 
able solutions such as the LIFO 
method of accounting for _ stock, 
and the use of index numbers as 
the depreciation base. John Peoples, 
in The New York Certified Public 
Accountant, April, on depreciation cal- 
culated on replacement cost versus de- 
preciation on historical cost, sum- 
marises and expresses disagreement 
with the views of the American Insti- 
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tute of Accountants and the Institute 
of Chartered Accountants in England 
and Wales. The tax problem is the 
subject of an article by Ian R. Taylor, 
in The Accountant, April 11, entitled 
Taxable Profits in a Period of Chang- 
ing Values of the £. This article ad- 
vocates the elimination from taxable 
profits of— 

(i) additional profit caused by a 
rise in current cost between the 
time of acquiring articles and 
the time of selling them; and 

(ii) additional provisions for depre- 
ciation required in the current 
year because of an increase in 
replacement cost of fixed assets. 

Bradbury B. Parkinson, in the same 

issue of The Accountant, surveys the 
legislative concern in Italy for account- 
ancy adjustments during a period of 
inflation. Finally, Professor W. T. 
Baxter, in The Accountant, June 13, 
on accounting principles, the conflict 
in current theory, critically examines 
the form “and wording of published 
financial statements, and goes on to dis- 
cuss revaluation of balance sheet fig- 
ures and the revision of cost figures. 
In a thoughtful article an unusual 
claim is made that in regard to pro- 
posals for change in professional prac- 
tices pronouncements by authority are 
seldom helpful. The function of pro- 
fessional associations is to foster dis- 
cussion, experiment and research: for 
the rest, their wisest course is to main- 
tain strict neutrality. This viewpoint 
is challenged in a leading article in the 
same issue of The Accountant. 


MANAGEMENT ACCOUNTING 

In The National Association of Cost 
Accountants’ Bulletin, April, Paul C. 
Taylor discusses the out-reach of indus- 
trial accounting. Should the account- 
ant be a mere provider of service to 
management or a participant in man- 
agement? “Is he to be just a furnisher 
of figures, a mere scorekeeper, or is he 
also to be an interpreter, a part of 
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management, even to the point of not 
only furnishing figures but furnishing 
them in such a convincing fashion that 
basically it is really he who is making 
the management decision?” The 
article proceeds to discuss the kind of 
training necessary for accounting par- 
ticipation in management. In the same 
issue of the Bulletin, William Langen- 
berg, on increasing productivity 
through control reports, describes the 
part that the accountant can play in 
seeing that avenues of increased pro- 
ductivity are explored, and illustrates 
his points in a series of illustrative 
control reports. 


Robert S. Wasley, in the April issue 
of the Bulletin, Some Instances of 
Practice in By-Product Costing, is a 
review of methods used in the chemical 
manufacturing industry in U.S.A. 


“The Industrial Accountant—a Pro- 
fit Maker,” by S. D. Flinn, The National 
Association of Cost Accountants’ Bul- 
letin, May, maintains that regular re- 
ports of results, if fully used, can be 
an effective profit tool. He lists four- 
teen special reports, and emphasises 
the change which is taking place in 
accounting functions from mere record 
keeping. In the same issue of the Bul- 
letin, Mason Smith, writing on better 
organisation—what the accountant can 
do, urges that the accountant should 
obtain a thorough understanding of the 
business with which he is concerned; 
that he should make a study of the 
people whose minds he is going to in- 
fluence; that he should develop a pro- 
per sense of timing for ideas; should 
keep his own house in order by main- 
taining low-cost accounting systems 
which provide essential and timely ser- 
vice; and should cultivate flexibility 
and resourcefulness in dealing with 
people. 

In the May issue of the Bulletin, 
Henry F. Burrows, on work simplifica- 
tion cuts plant and office costs, exam- 
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ines the posssibilities of economies, and 
the ways in which they have been 
achieved in a particular concern. Ray- 
mond G. Lochiel, in the May Bulletin, 
All-Level Cost Control for the Manage- 
ment Team, describes the use by an air- 
line operating concern of long-range 
forecasting and related short-range 
flexible budgets based on informative 
cost analysis. In the same issue of the 
Bulletin, B. R. Powell and F. J. Man- 
chester, on cost control facts for the 
foreman, advocate reporting in stan- 
dard-cost terms and in terms of 
analysis of productivity and spoilage. 
Another article in the May Bulletin, by 
Glenn Welsch, on the fixed-flexible bud- 
get—a study in integration, describes 
a system in which fixed forecasts and 
flexible budgets are used as comple- 
mentary tools. The budget should be 
a servant of management, not a master. 

W. Van Alan Clark, Junior, in The 
Controller, April, on towards better 
control of improvement costs, examines 
the managerial problem of justifying 
and controlling expense involved in 
improvement, staff groups such as pro- 
duction engineering, process engineer- 
ing, manufacturing methods, systems 
analysis, and market research groups. 
The same issue of The Controller has 
an article by E. W. Kelley, on market- 
ing needs cost control. The author 
contends that one of the greatest 
sources of waste is in distribution pro- 
cesses, and he goes on to discuss suc- 
cessful techniques which are used in 
practice. 

In Cost and Management, April, Vic- 
tor F. Davies advocates the use of the 
standard-cost method for reducing 
clerical cost. In The Cost Accountant, 
April, Cyril A. Herring, by reference 
to the aircraft operating industry, ex- 
plains the relationship between long- 
term forecasts and short-term plans de- 
veloped from such forecasts. The 
article is illustrated with detailed forms 
of budgets, and includes a discussion on 
the paper. 
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In The Accountant, April 18, L. H. 
Trimby, on accounting for the medium- 
sized business, deals with a properly 
organised system of working papers as 
a means of providing essential and up- 
to-date monthly data. In the same 
issue of The Accountant, Norman G. 
Lancaster presents a director’s point 
of view on management accounting. 
Among other things, the article deals 
with the use of weekly profit estimates 
based on direct costing, the use of stan- 
dards, and the preparation of reason- 
ably accurate monthly balance sheets. 

George W. Marsh, in an article, re- 
ferred to previously, in The National 
Association of Cost Accountants’ Bul- 
letin, April, What our Plant Account- 
ing Programme Covers, describes pro- 
cedures used in the General Electric 
Co. in connection with forecasts and 
budgets, appropriations, capitalization 
policy, classification, accounting for de- 
preciation, and periodical physical in- 
ventories of plant. 

In the same issue of the Bulletin, 
Donald D. Carruth, on property control 
in the Interior Department, describes 
methods of accounting for property 
used in the United States Department 
of the Interior. Two other articles in 
the April Bulletin deal with plant ac- 
counting: one by J. L. Schneider—Cost 
Control for Construction Expenditure 
—and the other by R. R. Cockrell— 
Adequate Time Records. 

In The National Association of Cost 
Accountants’ Bulletin, May, Herman A. 
Downs describes a workable system 
for office supplies, including standard- 
ization of supplies, and system making 
for efficiency in purchasing, distribu- 
tion, storage and control. In the same 
issue of the Bulletin, Arnold E. 
Schneider, on personal development for 
report writing, examines how to de- 
velop the capacity to write clear, forth- 
right reports in language that all will 
understand, appreciate and trust. In 
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the same Bulletin, Robert D. Hay, An 
Enquiry into Internal Reporting, 
analyses the response to a question- 
naire sent to 405 firms with a view to 
ascertaining the extent to which ac- 
counting reports are used by manage- 


ment. 
DIRECT COSTING 


A most valuable research study by 
the Committee on Research of the 
National Association of Cost Account- 
ants is issued with the April Bulletin 
of that Association. This deals with 
the development of direct costing, de- 
termining of fixed and variable com- 
ponents of costs, accounting procedures 
under direct costing, direct costing’s 
contribution to profit planning and to 
profit measurement, and the balance- 
sheet point of view in regard to in- 
ventory cost. Advantages and disad- 
vantages of the direct costing method 
are summarised, and the conclusion is 
reached that experience with direct 
costing to date does not constitute a 


sufficiently broad basis from which to 
draw definite conclusions as to its gen- 
eral usefulness. 


INVENTORIES 


In The National Association of Cost 
Accountants’ Bulletin, April, George L. 
Ross, on keeping the wholesale inven- 
tory under control, gives reasons for 
rejecting both the _ retail-inventory 
method and the assumed mark-up 
method. He describes what he regards 
as a preferable method, based on 
seasonal budgets and operating reports, 
providing control information as to 
sales at selling price, sales at cost and 
open-to-buy balances calculated from 
budgeted rates of turnover. An article 
in The Cost Accountant, May,. by D. L. 
Gaskell, discusses merchandise control 
statistics for a department store, and 
advocates the use of sales, purchase, 
and stock statistics in terms of retail 
prices, purchase budgets at retail prices 
converted to cost, and unit stock con- 
trol. 
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An article in The Accountant, June 
13, by H. A. Adams, on the importance 
of stock control, describes the use of 
records to ensure economy in purchas- 
ing, housing and using. 


DEPRECIATION 


A. B. Carson, in The Accounting 
Review, April, explains a method for 
speeding the calculation and control of 
depreciation reserves. The total charge 
for depreciation in any period is built 
up from detailed plant records. The 
essence of the system is to give every 
fixed asset the same “birth date” by ad- 
justing actual cost by use of a “cost 
factor value’, that is to say, book value 
on a basic date. 


APPLICATION OF ELECTRONICS 
TO ACCOUNTING 

J. S. Warshauer, in The National 
Association of Cost Accountants’ Bul- 
letin, April, describes the application of 
electronics to accounting for both large 
and small firms. He is guardedly op- 
timistic about the possibilities of rapid 
development. 


ACCOUNTING FOR CASH 
DISCOUNTS 
In The Canadian Chartered Account- 
ant, May, Arthur Blake has a challeng- 
ing article entitled A Report on the 
Cash Discount Fiction. He believes 
that business would do well to abolish 
cash discounts and to maintain its 
credit terms by requiring prompt pay- 
ment as an essential part of satisfac- 
tory credit standing. Until this step is 
taken, the same effect can be had by 
deducting cash discounts from pur- 
chase invoices before they are entered 
in the accounting records. 


ACCOUNTING AND PRICE 
DETERMINATION 
In Cost and Management, March, 
George Moller, on the accountant’s in- 
fluence on price determination, con- 
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siders the factors governing pricing 
policy and the influence of accounting 
in dealing with each of these factors. 
Another interesting article on the same 
subject appears in The Cost Account- 
ant, May, in the form of a digest by 
G. C. Greer, of the Dickinson Lecture 
for 1952, reprinted from a Harvard 
Business Review. The lecture con- 
siders price-making under a free price 
system and under a controlled economy. 


INFORMATION FOR CREDIT 
PURPOSES 


Frederick C. Windisch, in The 
National Association of Cost Account- 
ants’ Bulletin, April, deals with what 
the commercial banker will ask when 
considering applications for working 
capital loans and loans for investment 
in fixed assets. The two important 
questions are—for what purpose is 
the money wanted, and how is the loan 
to be paid back? Emphasis is laid on 
the use of current balance sheets, last 
year’s accounts, and budgets. 


ACCOUNTING METHOD 


John E. Almond, in The Accountant, 
April 18, interestingly contrasts U.S.A. 
and British accounting methods. Im- 
portant points of difference are the way 
in which bank reconciliation statements 
are prepared, the basic books of ac- 
count, methods of handling petty cash, 
methods of handling accounts payable, 
methods of presentation of statements, 
and work habits. 


INTER-COMPANY RELATION- 
SHIPS 


In The Controller, April, L. R. 
Feakes examines operating and other 
problems in parent, subsidiary, and 
divisional relationships in the textile 
industry. Aspects covered include 
methods of operation, pricing of inter- 
company sales or transfers, divisional 
organisation, and accounting responsi- 
bilities of the various units. 
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BUSINESS ORGANISATION 


In The Controller, April, Bruce 
Payne, on building and maintaining a 
successful organisation, draws par- 
ticular attention to the heavy burden 
which is placed on executives under 
present conditions. His article deals 
specifically with the automobile-parts 
industry, and discusses methods of im- 
proving organisation, with emphasis 
on definition of lines of authority and 
responsibility. 


PUBLISHED ACCOUNTS 


A research study by the Research 
Department of the Canadian Institute 
of Cost Accountants, on presentation 
techniques in annual financial reports, 
appears in The Canadian Chartered 
Accountant, April. The study is based 
on a survey of 27 companies, and covers 
the treatment of investment in and ad- 
vances to subsidiaries, profit and loss 
of non-consolidated subsidiaries, pre- 
paid expenses and/or deferred charges, 
basis of valuation of fixed assets, and 
depreciation terminology. In the May 
issue of The Canadian Chartered Ac- 
countant, other aspects of the survey 
are analysed: in this issue particular 
attention is given to the profit and loss 
statement—its title and form, designa- 
tion of net profit, depreciation, taxes 
on income, and income from non-con- 
solidated subsidiaries. In his own 
words, P. N. Wallis, in Accounting Re- 
search, April, in an article entitled The 
Capital Error, tilts at one of the oldest 
and most highly esteemed windmills of 
the accountancy profession, namely, the 
distinction which is rigidly drawn be- 
tween issued value of equity shares and 
the true capital used in the business. 
The treatment in the case of companies 
is compared with the treatment in the 
case of partnerships, and the writer 
advocates showing issued value of 
equity capital by way of footnote only. 
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AUDITING 

In The New York Certified Public 
Accountant, May, Gordon M. Hill and 
Alvin R. Jennings, two members of the 
Committee on Auditing Procedure of 
the American Institute of Accounting, 
comment on the extended auditing pro- 
cedures recommended in Auditing 
Statements issued by that Committee. 

A short article by C. H. Perkins, in 
The Accountants’ Journal (N.Z.), July, 
discusses audit working papers and 
specimen forms of working papers, 
with a short discussion on purposes, 
kinds, and methods of preparing work- 
ing papers. Charles H. Gray, in The 
Journal of Accountancy, May, discusses 
how to plan audit engagement, super- 
vise staff, and organise work to cut 
down man-hours. The article deals 
particularly with the control of charge- 
able time, staff instruction, personnel 
policies, office procedures, relationships 
with clients, the value of interim work, 
the taking of inventories and the flow 
of work, and with the relationship of 
all these matters to the usual technical 
audit procedures. 


PROFESSIONAL ETHICS 

An interesting point in professional 
ethics is the subject of an article in 
The Journal of Accountancy, May, by 
Michael D. Bachrack, entitled The Ac- 
countant’s Proper Course of Action 
when he Recognises a Client’s Life In- 
surance Needs. 


PRACTICE OF PUBLIC 
ACCOUNTING 

A short but pungent comment by 
Thomas W. Byrnes, in The Accounting 
Review, April, is entitled Where are 
you Going, CPA? The article raises 
the question whether public accounting 
is developing into salesmanship, evi- 
denced in concentration on social con- 
tacts to bring in clients, or as a ser- 
vice to clients. If big business is the 
aim, the author maintains, public ac- 
countants should drop all pretence 
professional rating. 
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FEE SETTING 

In The Journal of Accountancy, May, 
Jules Backman, in an article entitled 
Professional Fees: Factors Affecting 
Fee Setting in the Several Professions, 
reviews methods used for determining 
fees chargeable in several professions, 
and concludes that “In the final 
analysis, the fee for professional ser- 
vices will depend upon the practition- 
er’s evaluation of what is fair under all 
the circumstances including results 
achieved, client’s financial status, cus- 
tom, costs incurred, and professional 
standing.” 


SOCIAL ACCOUNTING 
The Accounting Review, April, con- 
tains a number of most useful papers 
by members of the American Account- 
ing Association Committee on National 
Income, of which committee E. L. 
Kohler is chairman. These are:— 

Julius Margolis—Classification of 
Sectors in the Social Accounts; 

Carl L. Nelson—Use of Accounting 
Data in National-Income Estima- 
tion; 

Paul Kircher—Accounting Entries 
and National Accounts; 

Gilbert P. Maynard—Modifications 
of Accounting Data in National- 
Income Estimation; 

Raymond Nassimbene—The National 
Income and Product Account; 

W. W. Cooper and J. M. Crawford— 
The Status of Social Accounting 
and National-Income Statistics in 
Countries other than U.S.A. 

Russell L. Mathews, reader in ac- 

counting at the University of Adelaide, 
contributes a thoughtful and original 
article to Accounting Research, April, 
on the subject of the construction and 
presentation of social accounts. He 
believes that the framework of the 
social accounts should be extended so 
that economic transactions are clas- 
sified primarily according to their sig- 
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nificance in the economy as a whole, 
with less emphasis on the significance 
of sector accounts. This would neces- 
sitate the introduction of impersonal 
accounts into the social accounting 
framework, thus basing it on complete 
double entry. The article is illustrated 
by a simple example of the proposed 
re-arrangement of the social accounts. 


RELATIONSHIP OF ACCOUNTING 
TO OTHER FIELDS 

A short article by C. A. Ashley, in 
Accounting Research, April, examines 
the influence of law on accounting in 
Canada, with particular reference to 
the influence of company and tax law 
on terminology and practice. He main- 
tains that the influence of tax law can 
result in subordination of the other 
uses of accounting statements to the 
use for taxation, and makes the signi- 
ficant comment, “Taxation authorities 
would be wise to accept the established 
practice of accountants, but if they are 
to do so, accountants must avoid using 
their expert knowledge for the purpose 
of trying to circumvent taxation re- 
gulations in the interests of their 
clients.” 

In the same issue of Accounting Re- 
search, A. G. Pool discusses the differ- 
ence between the economic and account- 
ing concepts of profit. He thinks that 
it should be possible to assimilate these 
two concepts. Business profit has its 
place in an institutional, but not in a 
functional, classification of incomes, 
that is, it is not a reward for a distinct 
productive function of risk bearing. 
If economists would agree to accept this 
concept, accounting records would be 
much more readily usable by them. 


DEVELOPMENT OF ACCOUNTING 
THOUGHT 

In Accounting Review, April, Wil- 

liam W. Werntz reviews the impact of 

federal legislation in U.S.A. upon ac- 

counting. He concludes that adminis- 

trative agencies in that country have 
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CURRENT PROBLEMS — Continued 


had a significant beneficial influence on 
the development of the accounting con- 
cept during most of the last half-cen- 
tury; but, to the extent that they have 
curtailed freedom of thought in ac- 
counting matters or have required ob- 
servance of principles well-suited for 
limited purposes but ill-suited for most 
uses, the influence has been harmful. 
On balance, however, he thinks that it 
is probable that accounting thought 
and practice has been stimulated by 
federal legislation. 

A. A. Garrett, whose visit to Aus- 
tralia a few years ago, is remembered 
with great pleasure by many account- 
ants in this country, contributes a most 
interesting article to Accountancy, 
June, under the title Accountancy in 
Five Reigns. This is a review of the 
development of the profession and of 
professional bodies in the United King- 
dom since the Coronation of Edward 
VII. 


COMPANY LAW 


A report of the Committee of the 
Canadian Institute of Chartered Ac- 
countants on the Canadian Companies 
Act appears in The Canadian Chart- 
ered Accountant, April. Except for 
amendments in 1935, the Canadian Act 
has remained unchanged since 1934. 
Emphasis is placed in the report on the 
need for disclosure of reserves and for 


a clear statement of income and sur- 
plus. 

An article, by Harold E. Wincott in 
The Accountant, May 9, should be of 
special interest in the light of any pro- 
posals to amend Australian Company 
Law. The article is entitled Has the 
1948 Companies Act Helped Investors? 
The author believes that fullest possible 
disclosure in accounting is the only 
possible, the only right, course. But 
he expresses doubt about the misinter- 
pretation of the fuller information 
which is now provided under the 1948 
U.K. Companies Act. Education of 
the readers of company reports is 
needed if full disclosure is not to oper- 
ate to the disadvantage, not only of in- 
vestors, but of the economy as a whole. 


The addresses of the publications re- 
ferred to in this article are as follows: 


Accounting Research, Bentley House, 200 Euston 
Road, London, W.1, England. 
The Accountants’ Journal (N.Z.), a House, 

Lambton Quay, Wellington, C.1, N.Z 
The National Association of Cost Accountants’ 
awe 505 Park Avenue, New York 22, N.Y., 


U.S 

The ienostion. 4 Drapers Gardens, Throgmorton 
Avenue, London, E.C.2, England. 

The Controller, 1 East 43nd Street, New York 17, 

Cost and Management, a King Street East, 
Hamilton, Ontario, Canad 

The Cost Accountant, 63 Portland Place, London, 
W.1, England. 

"Accounting Review, 450 Ahnaip Street, 

Menasha, Wisconsin, U.S.A 

The Canadian Chartered Accountant, 10 Adelaide 
Street East, Toronto, Ontario, Canada. 

The Journal of ccountancy, 270 Madison Avenue, 
New York 16, N.Y., U.S.A. 

The New York Certified Public Accountant, 677 
Fifth Avenue, New York 22, N.Y., U.S.A. 

Accountanc Incorporated Accountants’ Hall, 
woe lace, Victoria Embankment, London, 


C.2, England. 
—A.A.F. 
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INTANGIBLES AND THE MATCHING 
PRINCIPLE 


By C. R. Airey 


HE rules of procedure which ac- 

countants have evolved to aid them 
to determine the periodic profit of a 
business have been summed up and 
generalised in the famous phrase: 
“Matching costs against income.” By 
this formulation a vast body of theory 
is unified and made coherent. It pro- 
vides the basis for accepted modern 
views on the nature of depreciation, the 
distinction between capital and revenue 
expenditure, and the significance of the 
balance sheet. 

According to this view, expenditure 
on a fixed asset does not differ in prin- 
ciple from expenditure on, say, raw 
material or labour. Both types of out- 
lay are designed to benefit the enter- 
prise; to enable it to earn income. The 
benefit of material or labour is usually 
reaped soon, normally in the same ac- 
counting period; but it may take 
several periods for a machine or a 
building to yield its full utility. The 
cost of the fixed asset must therefore 
be matched against the income derived 
during its “life” with the business. 

It follows that the matching must be 
done by instalments, each such instal- 
ment being known as the depreciation 
for the year concerned. Thus at any 
balancing date the relevant amount 
shown in the balance sheet is not the 
“value” of the asset, but merely that 
part of the cost from which, according 
to the best possible estimate, the bene- 
fit has not yet been derived, i.e., it is 
a “deferred charge to income.” 

Hence the time-honoured distinction 
between revenue and capital outlay is 
the same as that between current and 
deferred charges. As Gilman puts it 
(Accounting Concepts of Profit, p. 290- 
291): “If the benefit or income is ex- 
pected to result prior to the end of the 
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current fiscal year, then the expendi- 
ture is considered an expense. Such 
an expenditure is often referred to as 
a revenue expenditure in contrast to 
the capital expenditure the future bene- 
fit or gain from which is not expected 
to materialise until after the end of the 
fiscal year. Herein lies the funda- 
mental distinction between certain 
kinds of assets and expenses.” 

In the same work, Gilman also states 
(p. 305): “By the deferred charge 
theory ... there is no essential differ- 
ence between inventories, fixed assets, 
intangible assets and prepaid expense. 
They are basically alike insofar as their 
relation to future income is concerned.” 

It is the purpose of this article to is- 
sue a mild challenge to this reasoning. 
I am not trying to refute the matching 
principle, but to suggest that it has 
been pushed too far, and that its de- 
rivative, the “deferred charge” con- 
cept, is not quite adequate to explain 
the significance of asset values—or at 
any rate all asset values—shown in the 
balance sheet. 

It is not uncommon, nor is it incon- 
sistent with the “assets as deferred 
charges” theory, to present the balance 
sheet as a report which closely re- 
sembles a statement of Funds Received 
and Applied. It is, of course, not quite 
the same thing. The term “funds re- 
ceived” is to be interpreted in a special 
sense, as meaning the amounts received 
from all sources which have not been 
consumed in operations, returned or 
distributed to proprietors, or lost. 

Subject to this somewhat conven- 
tional interpretation, we have (in a 
company balance sheet, for example) 
on one side the various sources of 
funds: amounts paid in by sharehold- 
ers’ retained profits, and borrowings. 
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INTANGIBLES — Continued 


On the other side we “account” for 
those funds; we state what we have 
done with them, describing the vari- 
ous ways in which they have been used 
by the business. 


From this standpoint the balance 
sheet is seen as an “account” in the 
broadest sense—as a record of steward- 
ship of funds, both owned and bor- 
rowed. To quote Harry Norris (Ac- 
counting Theory, p. 67): “The purpose 
of a set of accounts is to record the 
history of a business’s finances—how 
much has been invested in it, how this 
capital has been expended, and how 
much has been yielded by this employ- 
ment of resources.” 


Thus the assets side becomes a re- 
cord, not only of unabsorbed, but also 
of unabsorbable, outlays. 

The latter do not seem to be ade- 
quately recognised by the “deferred 
charges” formulation. It is true that 
they have not been ignored, but the 
attempts to explain them as deferred 
charges are unconvincing. 


Consider, for example, Preliminary 
Expenses, discussed by Gilman under 
the name of Organisation Expense. 
“If,” he says, (Accounting Concepts of 
Profit, p. 316) “the corporation has an 
unlimited life, then organisation ex- 
pense is a perpetually deferred charge 
none of which should be periodically 
amortised.” 

That is to say, the benefit is to be 
thought of as spread over an infinite 
number of accounting periods; and a 
finite quantity divided by infinity gives, 
of course, zero. However, it is scarcely 
legitimate to stretch the Continuity of 
Activity Convention in this way. 


An enterprise may be presumed to 
have an indefinitely long life, but hardly 
an infinite one. It is one thing to 
say that we do not know how long the 
business will last, so the amount to 
“match” each year is indeterminate; 
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but quite another to hold that we know 
that the business will continue for ever, 
and accordingly to arrive at a definite 
figure, namely zero, as the annual 
charge to revenue in respect of pre 
liminary expenses. 


The fact is that the cash outlay in 
this connection benefits the business at 
one stroke, by enabling it to come into 
existence. This is surely different 
from income-earning activity. Thus 
the outlay is not a charge to income at 
all; it is a true capital charge, for it 
represents money irretrievably _in- 
vested. 

While one may readily accept the 
contention that expenditure on a 
tangible fixed asset is not essentially 
different from an “expense’’, that fact 
alone does not abolish the distinction 
between capital and revenue outlay. 
It transfers tangible fixed assets to 
the other side of the fence, but still 
leaves preliminary expenses unaffected. 


How do the other “intangibles” fare? 
Patents, I think, should be treated in 
the same way as machinery or build- 
ings. They are acquired in order to 
be used in earning revenue, and they 
have a predictable life. Discounts on 
shares and debentures also fit readily 
into the “deferred charges” scheme, 
for they may be regarded as prepaid 
financial expenses, i.e., expenses of 
“running” the business, of keeping it 
in being as a going concern. 


Goodwill, however—that is to say, 
purchased goodwill—seems to have 
much in common with preliminary ex- 
penses. It is an establishment, rather 
than a maintenance, charge. We pay 
for goodwill because the vendor, not 
ourselves, has gone to the trouble and 
expense of building up the business as 
a going concern. Some writers (eg. 
G. T. Walker, Journal of Accountancy, 
Feb., 1953) consider that goodwill 
should be systematically amortised by 
charges to revenue over a few years, 
equal to the number of years’ pur- 
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INTANGIBLES — Concluded 


chase of “super-profits” which the cost 
of goodwill represents. It is true that 
one method of valuing goodwill uses 
this principle. But the amount ac- 
tually paid for goodwill is not neces- 
sarily, or even commonly, equal to this 
calculated “value”; it is more likely to 
be the result of bargaining. Moreover, 
there are other methods of valuation. 


In any case, goodwill can hardly be 
regarded as “consumed”, like plant 
and machinery, in the process of earn- 
ing income, nor is it necessarily con- 
sumed by lapse of time. In fact, if 
there is one way in which goodwill is 
not consumed, it is in the earning of 
income. If earnings (and therefore 
profits) are not up to expectations, 
some of the outlay for goodwill may 
perhaps be deemed to have been lost; 
but such alleged loss has been sustained 
not because income has been produced, 
but because we are not satisfied with 
its amount. The consumption of a 
machine is due, at any rate largely, to 
the production of income; that of good- 
will, in spite of the production of in- 
come. 

Hence if the cost of goodwill is to 
be matched at all, surely that should be 
done as a_ special writing-down or 
writing-off, chargeable to some account 
included in proprietors’ funds. 


There seem, then, to be good argu- 
ments for treating goodwill, like pre- 
liminary expenses, as a price paid for 
the actual existence of the concern— 
as capital expenditure in the most fun- 
damental sense. 

Perhaps this notion might pro- 
vide the germ from which a satis- 
factory definition of the nature of 
intangible assets could be deve- 
loped. Most accounting writers 
seem to avoid this problem, contenting 
themselves with “defining” intangibles 
by simple enumeration. W. A. Paton 
(Advanced Accounting, p. 397) holds 
that: “an important characteristic of 
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intangibles is their close attachment to 
the enterprise in its entirety as op- 
posed to specific component parts” — 
a view which perhaps provides some 
authority for that taken in this article. 

Norris, however, comes closer to the 
root of the matter when he says 
(Accounting Theory, p. 67): “These 
cost-balances, when summarised in the 
form of a Balance Sheet .. . show the 
proprietor or the shareholders what 
has happened to the capital invested 
in the undertaking.” (Italics mine.) 


This “disposal of funds” view does 
not conflict with the “deferred 
charges” view, but includes it in a 
wider generalisation. Some asset 
balances are best understood as un- 
expired costs, while others represent 
irrecoverable, “unmatchable” outlays; 
but all can equally be considered as in- 
dicating the various channels in which 
the funds for which the entity is at 
any time accountable have been em- 
ployed. 

The situation, then, with which the 
balance sheet deals is this: 

In the past, funds have been paid 
into the entity by proprietors, credi- 
tors and customers. Some have been 
consumed in earning income. Some 
have been distributed to the proprie- 
tors. Some are deemed to have been 
lost.* For the residue, the balance 
sheet accounts as follows: 


(a) Still capable of benefiting the 

business in its operations (e.g., 

tangible fixed assets, inventories, 

prepayments, cash) ; 

Owed to or invested by the busi- 

ness (e.g., receivables, invest- 

ments) ; 

(c) Irrecoverable while the business 
remains as a going concern, but 
not regarded as lost (e.g., good- 
will, preliminary expenses). 


(b) 





*The question of exactly what constitutes a loss 
of funds is of great importance and interest, but 
cannot be adequately treated in a short article. 
Obviously, it is fundamental to the theme dealt 
with here. I am simply assuming that some 
agreed criterion exists or can be worked out. 
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CHECKING PROXY FORMS 


By The Companies’ Advisory Panel, Australian Society of Accountants 


N THE State of Victoria the law re- 
lating to stamp duty is consolidated 
in the Stamps Act 1946. Sections 91- 
93 set out the special provisions applic- 
able to a Power of Attorney and para. 
“X” of the Third Schedule rates the 
duty on any general “power” or instru- 
ment in the nature thereof as 10/- 
inter alia. 

An express exemption is :— 

“any instrument for the sole purpose 
of appointing a proxy to vote at a 
meeting.” 

Such “a meeting” is a_ definite, 
known, specific meeting—not just any 
meeting. 

This is a very important distinction 
to company secretaries and to anyone 
concerned with the proper conduct of 
meetings. 

Attached to, say, any notice of meet- 
ing there is usually a standard blank 
proxy form reading, as a rule, as 
follows :— 


being a member of Companies Limited 
and entitled to 
vote (or votes) hereby appoint 


as my proxy to vote and act for me on 


my behalf at the Ordinary (or Extra- 
ordinary as the case may be) Meeting 
of the Company to be held on 

the 

and at any adjournment 


AS WITNESS my hand this 
day of 19., 
Signature of Shareholder 


On return to the Company’s office 
the instrument of appointment is usv- 
ally carefully checked to ascertain the 
number of votes appertaining, and to 
ensure that the instrument is properly 
signed and lodged in due time. 


The vital factor is that if the date of 
a specific meeting has not been inserted 
the instrument should also be duty- 
stamped by embossing before it is 
acted upon or before the expiration of 
one month after it is first executed or 
received in Victoria as the case may be. 


Whilst proxies are only invoked in 
contentious circumstances, and rarely 
challenged, it is nevertheless incum- 
bent on all concerned—as a matter of 
routine—to check that they are at all 
times in due form. 

These views are not necessarily those 
of the Victorian Divisional Council nor 
of the General Council. 
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Congratulations to Leroy Manufacturing Co. Ltd., a young 
company which caused a surprise by winning the Institute of 
Management’s award for the best annual report of the year. 


Others close to the winner were Ampol, Industrial Engineer- 
ing, Jantzen, Larke Hoskins and Tutt Bryant. 
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ACCOUNTING TERMINOLOGY 


An interim report by the Accounting Research Committee, N.S.W. Division, 
Australian Society of Accountants. 


The New South Wales Research 
Committee was constituted at the re- 
quest of General Council of the Com- 
monwealth Institute and the first task 
allotted to it was the consideration of 
accounting terminology. 

Accounting terminology suffers from 
many deficiencies, among which are 
lack of precision in defining terms and 
inconsistency in using them. 

The work of the Committee has 
reached such a stage that it is 
now proposed to publish from time 
to time a number of tentative defini- 
tions of accounting terms for the 
purpose of creating discussion on 
accounting terminology. It is hoped 
that the general body of members will 
critically examine the published defini- 
tions and contribute their views for 
publication in the Journal and for the 
consideration of the Committee, so that 
a generally acceptable code of terms 
and their usages may be established. 

The Committee considered that its 
object was to examine accounting prac- 
tice and theory for the purpose of de- 
fining with precision the terms neces- 
sary in accounting and of recommend- 
ing the elimination of unnecessary 
terms. 

The Committee found it necessary to 
agree upon certain fundamental postu- 
lates. These are stated so that read- 
ers may be aware of the approach to 
the task— 

1, The inquiry into accounting ter- 
minology is concerned with account- 
ing terms only, i.e., terms which 
have a specific accounting meaning. 

. It is not concerned with giving to 
any term an extra-accounting mean- 
ing nor with defining any term so 
as to accord with any lay meaning. 
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3. The only basis upon which a con- 
sistent and coherent terminology 
may be achieved is in the recogni- 
tion of the fact that, in accounting, 
terms used are referable to an ac- 
counting entity. This dees not 
mean that every term has to be de- 
fined in such a way that the entity 
is mentioned, but it does mean that 
certain terms which are of strategic 
importance in the code must con- 
tain an explicit reference to the ac- 
counting entity. 


The accounting entity is an ab- 
straction which arises out of the 
application of accounting to the 
various forms of business ventures. 


Each form of business venture re- 
quires distinctive terminology, but 
the entity which is the essence of all 
forms requires basic terminology. 


The Accounting Entity 


In seeking to explain the characteris- 
tics of established relationships and 
processes, it has been found conveni- 
ent in many fields of study to postulate 
the existence of an abstract entity 
which is the focus of the relationships 
under examination. Thus jurists have 
postulated a “legal person’, economists 
speak of the “firm”, biologists speak of 
the “organism”, political theory recog- 
nizes the “state”. The abstractness of 
the entity in each case consists in the 
fact that it has none of the external 
appearances which we associate with 
any of the particular forms the entity 
may assume; yet it has certain features 
for the particular field of study which 
make it representative of them all. 
One is thus able to speak of “the entity” 
without having to consider the aspects 
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ACCOUNTING TERMINOLOGY — Continued 


of particular instances of it which are, 
for the purposes of a given study, ir- 
relevant. 

Accounting is concerned with a 
variety of persons and organisations 
having different legal, biological and 
organisational characteristics; but all 
have in common the fact that account- 
ing operations are carried out in re- 
spect of them. Accounting is concerned 
with an abstraction which may or may 
not coincide with any distinguishable 
legal, biological or organisational en- 
tity. 

To discuss the entity notion ex- 
plicitly does not involve any alteration 
in accounting practice; the idea merely 
provides a way of describing in gen- 
eral terms what accountants in fact do 
(or should do). It enables generalisa- 
tions of wide validity to be made in 
concise terms and permits accounting 
rules to be applied more systematically 
and consistently than if there were no 
such means of proceeding from the gen- 
eral to the particular. 

By a majority vote the Committee 
felt that an accounting entity could be 
described in the following terms :— 

A conceptional point of reference 
at which a particular aggregation of 
acts, events and things is described 
in accounting terms. 

The fundamental characteristic of an 
accounting entity is that it centres on 
an aggregation of transactions requir- 
ing treatment in accounting terms. 

The assumption is that the unit is an 
entity in its own right; that is, it is 
given an existence separate and dis- 
tinct from that of the persons or 
organisations which provide its funds 
or from other things in the context in 
which it is raised. 

As a well-known writer has put it, 
an accounting entity 

“... is regarded as distinct from its 

owners, managers, employees, credit- 
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ors and any other persons with 
whom ‘it’ may have dealings and 
that ‘it’ is regarded as_ being 
capable of possessing things and hay- 
ing rights against persons and other 
accounting entities’’.* 

An entity of some sort may have 
transactions which are expressible in 
monetary terms, but until those 
transactions are the subject of account- 
ing the entity is not an accounting 
entity. 


Terms and Tentative Definitions 


Although the Committee has decided 
upon the basic terms and their mean- 
ings, it has not yet defined them to its 
satisfaction. In the meantime the fol- 
lowing tentative definitions of the 
terms in the asset group are submitted 
for consideration. 


Asset Group 


(The undermentioned terms are sug- 
gested for general use. However, 
special circumstances may require the 
use of other appropriate terms). 


Assets 

Such property and rights and inter- 
ests of an accounting entity as are 
measurable in monetary terms. 


Circulating Assets 

Those current assets which change 
their form during the normal operating 
cycle of the entity. 


Current Assets 

A term used to designate cash and 
other assets commonly identified as 
those which are intended at the time of 
classification to be realised in cash or 
consumed during the normal operating 
cycle of the business of the entity. 


Deferred Assets 
A term variously used to denote long- 


term loans, debts due under instalment 
purchase agreements, expenses paid in 





*L. Goldberg, in ‘The Accounting Review,” 
October, 1951. 
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ACCOUNTING TERMINOLOGY — Continued 


advance and intangibles. The use of 
the term is not recommended. 


Deferred Charges 


A term variously used to designate 
preliminary expenses, prepayments, 
discount on shares, and other items. 
The use of the term is not recom- 
mended. 


Fictitious Assets 


A term variously used to denote 
items such as preliminary expenses, 
share issue expenses, and intangibles. 
The use of the term is not recom- 
mended. 


Fized Assets 


Those assets which at the time of 
classification are held for the purpose 
of earning income, and which are not 
intended to be converted into other 
classes of assets within the next operat- 
ing cycle of the business of the entity. 


Floating Assets 


A term used inconsistently to em- 
brace current assets and circulating 
assets. The use of this term is not 
recommended. 


Intangible Assets 


Those fixed assets (excluding invest- 
ments in other entities) which have no 
physical existence. These may be 
divided into two groups :— 
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(a) Those assets such as goodwill, 
patents, copyrights, trade marks, 
formulae, franchises, licences, con- 
cessions and similar items, the 
values of which subsist in trading 
or operating advantages; 


or 


Expenditure such as preliminary 
expenses, discount on_ shares, 
which results in benefits which are 
not in themselves capable of pro- 
ducing income in future account- 
ing periods. 


Liquid Assets 


A term used to designate cash and 
other current assets which can be con- 
verted at short notice into cash with 
little, if any, risk of loss. This term 
may be used in Balance Sheet analysis, 
but should not be used as a published 
balance sheet classification. 


Quick Assets 


A term synonymous with 
assets. 


liquid 


Wasting Assets 


A term used to denote assets like 
mines, quarries, leases, etc., which be- 
come exhausted by depletion or ef- 
fluxion of time. The use of the term is 
not recommended, as items designated 
by the term may be classified as fixed 
assets. 





BOOK REVIEW 


Economics for the Student, by C. R. 
Curtis (Sweet and Maxwell Ltd., 
London). Pp. 286. 17/9 Australian. 
Our copy from The Law Book Co. of 
Australasia Pty. Ltd. 


N his preface the author of this work 
makes no great pretensions to 
originality of ideas or breadth of treat- 
ment. It is not meant to be an intro- 
duction to those who intend to become 
students of advanced economic theory, 
nor is it a Principles of Economics giv- 
ing due weight to all the subdivisions of 
this discipline. Rather, its aim is the 
purely practical one of providing condi- 
dates for professional examinations in 
accountancy, law, etc., with sufficient of 
the basic principles of economics to en- 
able them “to answer intelligently and 
successfully the questions which may 
be set in such examinations.” Hence, 
the theory which is developed is the 
minimum necessary to understand the 
nature of current economic problems 
and the consequences of different 
methods of handling them. 

The book is divided into five parts. 
The first three are primarily theoretical 
covering the theory of value, production 
and exchange and the functioning of 
the monetary system prior to the 1939- 
45 war. Having in mind the general 
purpose of the treatment, it is hardly 
fair to criticise the lack of analytical 
refinement. On the contrary, the posi- 
tive and unqualified manner in which 
economic laws are stated must be of 
great value to the student who has time 
only for a compressed course. But to 
say that “we regulate our purchases of 
different articles in such a fashion that 
the marginal satisfaction derived from 
each is equal” (p. 13), is much too loose 
and that “interest is partly a reward 
for waiting and partly a return for risk- 
bearing” (p. 68), is to ignore modern 
works on this topic, while the argument 
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that “the rent of land cannot influence 
or become a component part of price” 
(p. 59) is definitely wrong. 

On the other hand, the sections deal- 
ing with monetary systems, financial 
institutions and what might be called 
the mechanics of the money market are 
particularly well done. Where neces- 
sary to bring out the significance of 
some practice or institution, clever use 
is made of relevant historical illustra- 
tion. 


It is in the two remaining parts, en- 
titled Reconsidering Wealth and Recon- 
sidering Exchange that the economic 
problems of modern societies are ex- 
amined and discussed in the light of 
foregoing theory. Trade cycles, nation- 
alisation, tariffs, monoplistic practices, 
inflation and the dollar gap are a few 
of the topics treated, and treated on the 
whole with insight and without pre- 
judice. On the other hand, the reader 
must feel at times that the author has 
not provided all the analytical tools 
necessary to deal with the issues he 
raises. For example, in discussing the 
pros and cons of monopoly under private 
or state (pp. 177-181) ownership, popu- 
lar arguments are reproduced, but little 
or no attempt is made to sift them or 
reject the fallacious. To do so would 
have involved, in some cases, an appli- 
cation of a better developed theory of 
resource allocation than is provided in 
the earlier parts of the book. 


The effort devoted to a_ survey 
of recent developments in economic 
thought (Chapter XXIV) could better 
have been devoted to the provision of 8 
more comprehensive bibliography. But 
for factual information and statistics 
on trade, prices, national income, ete. 
(there are 32 tables), this work has 
much to commend it as a useful up-to- 
date reference. 


—D. M. HOCKING. 
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NEWS AND NOTES 


VICTORIAN DIVISION 


Lectures by Professor Mary E. Murphy 


At the date of writing, Professor Mary E. 
Murphy, Ph.D. (London), Certified Public Ac- 
countant, has delivered five lectures and con- 
ducted four seminars in Melbourne. These 
form part of the series of six lectures and 
six seminars arranged jointly by the Society 
and the University of Melbourne. All ses- 
sions have been very well attended and those 
attending have greatly benefited by the lec- 
tures and discussions of this distinguished 
scholar. The first lecture of the series, “Ac- 
counting as a Social Force,” was delivered 
in the University, at which Mr. A. A. Fitz- 
gerald, B.Com., F.A.S.A., was Chairman. The 
second lecture, “The Correlation of Account- 
ing and Economics,” also delivered in the Uni- 
versity, was the first research lecture of the 
Society to be held in the University of Mel- 
bourne, although it represented the four- 
teenth annual research lecture in accountancy 
in this University. Professor W. Prest, the 
Dean of the Faculty of Economics in the 
University, was Chairman, and prepared 
comments on the lecture were given by Mr. 
V. L. Gole, F.A.S.A. and Dr. D. Cochrane. 
The last three lectures given by Professor 
Murphy were held in the Independent Church 
Hall, Collins Street, Melbourne, at which the 
State President of the Society, Mr. L. H. Dil- 
lon, occupied the chair. The titles of these 
lectures were “Debatable Issues in Modern 
Accountancy,” “Accounting as a Managerial 
Tool” and “Education for Managerial Ac- 
counting.” 


Members of the Divisional Council of the 
Society and representatives of the University 
of Melbourne welcomed Professor Murphy to 
Melbourne at a function held in the library 
of the Society on Monday, 29th June, 1953. 
Members of the Divisional Council also gave 
a dinner in her honour prior to the research 
lecture on 8th July. At this function, Pro- 
fessor J. S. Turner, the Acting Vice-Chan- 
cellor of the University of Melbourne, other 
representatives of the University and repre- 
sentatives of kindred institutes were also 
guests of the Divisional Council. 


Luncheon Meeting 


Mr. R. S. Bucknell, Local Director for 
Victoria of Harvey Trinder Pty. Ltd., de- 
vered an interesting address to members 
of the Division at the regular monthly 
luncheon held on 14th July, 1953. He spoke 
on the subject, “Lloyd’s of London—The One 
Great Monopoly.” After outlining the remark- 
able history of the development of Lloyd’s, 
Mr. Bucknell illustrated the way in which the 
name has come to be regarded as legendary 
by relating several fascinating stories of un- 
usual policies underwritten by them. The 
State President, Mr. L. H. Dillon, moved a 
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vote of thanks to Mr. Bucknell at the con- 
clusion of his address, which was carried with 
acclamation. 


Personal 


Mr. T. O. Cambridge, A.A.S.A., notifies 
that he has commenced practice at 214A Como 
Parade, Parkdale. 


Messrs. Cleveland, Son & Hislop, Chartered 
Accountants (Aust.) of Melbourne notify that 
Messrs. D. C. Petley and A. C. P. Shergold 
have been admitted as partners of the firm 
and Mr. R. B. Vance as an associate partner 
and that Mr. J. T. Sandford has retired from 
the partnership. 


Messrs. Cook, Tomlins & Mirams, Char- 
tered Accountants (Aust.) of Melbourne 
notify that Mr. Geoffrey Thompson Moore, 
F.C.A. (Aust.) has been admitted to the 
partnership as from lst July, 1953. 


Mr. W. T. Neville, A.A.S.A., notifies that 
he has commenced practice as a Public Ac- 
countant at 48 Armadale Street, Armadale. 


Mr. F. H. Rollason, A.A.S.A., A.C.A.A., 
A.C.LS., has resigned from his position as 
Assistant Chief Accountant with Common- 
wealth Aircraft Corporation Pty. Ltd., after 
a period of sixteen years, in order to carry 
on his practice as a Public Accountant. 


On Monday. 13th July, 76 members of the 
Society were addressed by Mr. G. C. Andrews, 
A.C.A. (Aust.) of Messrs. L. G. Norman & 
Cartledge on the subject of “Recent Amend- 
ments to Income Tax Law.” 


The Council of the Society was particularly 
pleased at the large attendance on this night 
and is most grateful to Mr. Andrews for the 
time and trouble taken in preparing the sub- 
ject matter of his address. 


All present at the Meeting were most in- 
terested in the points discussed by Mr. An- 
drews as evidenced by the unusually large 
number of questions put to the Speaker. 


NEW SOUTH WALES DIVISION 


Members’ Luncheon 


On Wednesday, 22nd July, a members’ 
luncheon was held at the Trocadero. The 
guest speaker was the Lord Mayor of Sydney, 
Alderman P. D. Hills, who had just returned 
from an overseas tour during which he re- 
presented the City of Sydney at the Corona- 
tion of Her Majesty, Queen Elizabeth II. 


Broken Hill 


Arrangements were made for the State 
Registrar to visit Broken Hill from the 22nd 
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NEWS AND NOTES — Continued 


to 24th July. A meeting of members was 
held at the Royal Exchange Hotel on the 
23rd July to discuss the formation of a Branch 
in the district and to make a recommendation 
to the Divisional Council. At the conclusion 
of the formal business the Headmaster of 
the Broken Hill High School, Mr. H. E. G. 
Atkins, delivered an address entitled “Educa- 
tion and Business.” j 

The State Registrar delivered a lecture 
and discussed the examination syllabus and 
regulations at a meeting of students held at 
the Broken Hill Technical College on Wednes- 
day, 22nd July. 

Both meetings were well attended and the 
recommendation made at the meeting of mem- 
bers is now being considered by the Divisional 
Council. 

Canberra Branch 


The Branch Council arranged two functions 
for Dr. Mary Murphy, C.P.A., Ph.D. (London), 
during her recent visit to the Australian 
Capital Territory. A public lecture was held 
on Monday, 15th June in conjunction with 
the Canberra University College and a dis- 
cussion group meeting for members of the 
Branch was held at the Hotel Wellington on 
Monday, 22nd June. 

During a recent visit to Canberra on busi- 
ness, the General] President, Mr. C. R. Hicking, 
took the opportunity of discussing with the 
Branch President, Mr. H. E. Bishop, and the 
Branch Secretary, Mr. B. E. Owens, the acti- 
vities and services of the Society and parti- 
cularly those of the Canberra Branch. 


Wollongong Branch 


The following have been appointed mem- 
bers of the Branch Council of the Wollongong 
Branch: Messrs. M. W. Allen, J. J. H. Bell, 
A. C. Chambers, S. W. Claussen, T. R. Hansen, 
W. McGeechan, A. G. Pennycook, E. W. Rees, 
D. Rickard, A. E. Simpson, R. R. Warne. 

Mr. G. R. Gole, Public Accountant, whose 
office is situated at 74 Crown Street, Wollon- 
gong, has been appointed Branch Secretary. 

The inaugural function of the Branch will 
be held in -~ and members will receive 
details by mail. 

Newcastle Branch 

On Friday, 3rd July, a meeting of the mem- 
bers of the Branch was held in the Chamber 
of Manufacturers Meeting Room, when Mr. 
N. F. Stevens, B.Ec., A.A.S.A., delivered a 
lecture entitled “Presentation of Financial 
Statements.” 

The General President of the Society, Mr. 
C. R. Hicking, visited Newcastle on this occa- 
sion and spoke briefly on the formation and 
activities of the Society. The State Registrar 
was also present at the meeting. 


Personal 


Mr. M. G. Rose, F.A.S.A., F.C.LS., has com- 
menced practice as a Public Accountant and 
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Chartered Secretary at Price’s Chambers, 430 
Victoria Avenue, Chatswood, N.S.W. Mr. Rose 
was the General Registrar of the former As. 
sociation of Accountants of Australia, and he 
is now the Liquidator of that body. 

Information has been received that Mr. Clive 
M. Smith, A.A.S.A., has been appointed Sec- 
retary of Breville Radio Pty. Ltd., of Cam- 
perdown, as from ist June, 1953. 


Mr. James N. A. Thomson, A.A.S.A., notifies 
that he has commenced practice as a Public 
Accountant, at Princes Highway, Milton, 
N.S.W. 

Mr. D. Rossell, A.A.S.A., notifies that from 
l[st July, 1953, he has admitted into partner- 
ship, Mr. P. R. Gillespie. The practice will 
henceforth be carried on under the name of 
Rossell and Gillespie, at 272 Bong Bong 
Street, Bowral and 482 Argyle Street, Moss 
Vale. 

Mr. P. E. Mountain, A.A.S.A., notifies that 
he has commenced practice as a Public Ac- 
countant at 282 Oxford Street, Paddington. 
Mr. Mountain was formerly at Nyngan. 

Mr. Russell G. Gole, A.A.S.A., A.C.A.A,, 
A.C.LS., has commenced practice as a Public 
Accountant and Cost Consultant at 74 Crown 
Street, Wollongong, N.S.W. 

Mr. R. P. Heathwood, A.A.S.A., has been 
appointed by the Council of the City of Syd- 
ney to the position of Superintendent of 
Markets. 


QUEENSLAND DIVISION 


Personal 


Mr. W. R. Blaikie, A.A.S.A., announces that 
he has commenced practice as a Public Ac- 
countant at 115 McDowall Street, Roma, as 
from the Ist July, 1953. 


Mr. L. Thomas, F.A.S.A., notifies that he 
has taken into partnership Mr. A. D. Melvor, 
A.A.S.A., as from the Ist July, 1953, and 
thereafter the partnership will be carried on 
in the name of Thomas, McIvor & Company 
at Empire Chambers, Wharf Street, Brisbane. 


Mr. C. Stuckey, A.A.S.A., previously of 
Nambour, has commenced practice at the 
Commercial Bank Chambers, Albert Street, 
Brisbane. 


Mr. J. T. McGuckin, A.A.S.A., has been 
appointed Secretary of the Agricultural Bank, 
Brisbane. 


Mr. L. R. G. Jensen, A.A.S.A., of the Soli- 
citor General’s Department has been appoin 
Legal Assistant, Brisbane. 

Mr. H. P. Ryan, A.A.S.A., Public Curator’s 
Office, has been transferred to Townsville to 
take up the appointment of Field Officer, Bris- 
bane. 
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Mr. R. D. Roberts, A.A.S.A., also of the 
Public Curator’s Office, has been transferred 
from Cairns to Townsville. 


Accountants and Secretaries Educational 
Society 

The June meeting of Members was held in 
the Chamber of Commerce Rooms at 5.30 p.m. 
on the 10th June, 1953. 

Mr. E. W. Heindorff addressed members on 
“The 1952/53 Taxation Amendments and the 
Effect on the 1953 Taxation Returns.” Mr. 
Heindorff, who is closely associated with 
Taxation matters, being Secretary of the 
Queensland Tax Agents’ Association and Sec- 
retary of the Taxation Standing Committee, 
referred in his address to the Acts in force, 
the changes which have been made to the 
Principal Act since June, 1952, and explained 
their application to the 1953 Tax Return. Mr. 
E. D. Summerson, President of the Society, 
was in the chair, and there was an exception- 
ally good attendance of members. 


SOUTH AUSTRALIA 
Visit of Professor Mary Murphy 

The South Australian Divisional Council 
has pleasure in announcing that details of 
Professor Mary Murphy’s visit to Adelaide 
from 12th September to 3rd October have 
been finalised. 

At the invitation of the University of Ade- 
laide, Professor Murphy will deliver the first 
Annual Research Lecture at the Teachers’ 
Training College Assembly Hall on Tuesday, 
15th September. The subject of her Lecture 
will be “Chalkenges and Dilemmas in Modern 
Accounting.” 

Other lectures to be delivered by Professor 
Murphy during her visit will be as follows: 

September 23rd—Liberal Club Hall—“Rise 
of the Controller in Business Management.” 

September 30th—A.N.A. Hall—“Enlarge- 
ment of the Accountants’ Viewpoint.” 

Notice of these lectures will be forwarded 
to all members of the Division at a later 
date. 

Winter Lectures 

At the Shell Theatrette on Friday, 26th 
June, the second Winter Lecture was delivered 
by Mr. Gilbert Moffatt, A.A.S.A., A.C.A.A., 
AC.LS., General Accountant of General 
Motors-Holden’s Limited, Woodville. Mr. 
Moffatt talked to members on “The Recovery 
of Cost,” and his most interesting and in- 
formative address was thoroughly appreciated 
by the 120 members who attended. 


Resignation of Member of Divisional Council 
At a recent meeting of the South Australian 
Divisional Council, the resignation of Mr. J 
C. Haines, F.A.S.A., was accepted with regret. 
Mr. Haines was a former member of the 
South Australian Board of Advice of the 
Federal Institute of Accountants, and was 
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Chairman of that Board in the years 1946, 
1948 and 1949, and was a Councillor from 
1946 to 1951. 

Mr. Haines was a very active member of 
the Council, and it was decided to place on 
record the Division’s appreciation of the ser- 
vices rendered by him to the former Federal 
Institute and to this Society. 


Personal 


Mr. T. W. Martin, F.A.S.A., has been ap- 
peinted Branch Manager for South Australia 
of the Shell Company of Australia Limited. 

Mr. W. R. Nicholls, A.A.S.A., was elected 
a member of the Adelaide City Council on 3rd 
aN 1953, as the representative of Gawler 

ard. 


WESTERN AUSTRALIAN DIVISION 
Smoke Social 


The first Smoke Social of the Western Aus- 
tralian Division was held at Anzac House, 
Perth on Monday 22nd June, 1953. Nearly 
four hundred members and guests attended 
a most successful evening and it was felt 
that those present had thoroughly enjoyed 
their evening. Light musical items were 
given by a number of Perth’s leading musicians 
and vocalists, whose efforts were greatly ap- 
preciated. 

All kindred Associations, Chamber of Com- 
merce, Chamber of Manufacturers, Banks, and 
other organisations were represented includ- 
ing the heads of Government Departments. 
The Acting Premier, the Hon. J. T. Tonkin, 
a member of the Society, proposed the toast 
of the Institute. 

Monthly Luncheon 

On the 25th June, the speaker at the 
monthly luncheon was Mr. A. F. Wilson, Senior 
lecturer in Geology at the University of Wes- 
tern Australia. Mr. Wilson spoke to nearly 
three hundred members on his recent trip 
to Central Australia. The talk was accom- 
panied by a number of interesting photo- 
graphic slides which greatly added to the 
interest of the subject. 

Mr. Johnson moved a vote of thanks to 
the speaker, expressing the opinion that it 
was one of the most interesting talks mem- 
bers had had the privilege to hear. 


Personal 

Mr. F. R. Berry, F.A.S.A., has been ap- 
pointed to the Head Office Board of the Wes- 
tern Australian Insurance Company Limited. 
Mr. Berry has been Secretary of the Com- 
pany for the past seven years. 

Mr. Hal. Craig, of Perth, W.A., who has 
been doing a graduate course at the Harvard 
University Graduate School of Business Ad- 
ministration for the past two years, has been 
appointed a Research Associate in Business 
Administration for 1953/54. 

He has passed his doctoral examinations in 
both Business Administration fields (Ac- 
counting Finance and Production) and Business 
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History and Economics. He is at present en- 
gaged on the preparation of his thesis for 
the doctorate degree. 


THE AUSTRALASIAN INSTITUTE 
OF COST ACCOUNTANTS 


General Council 


Costing Panels in Industry: 

At the last General Council Meeting special 
reference was made to the excellent work on 
costing procedures being carried out in cer- 
tain industries. 

Several of our members have contributed 
to research in connection with the printing 
trade, and the standard rates at present in use 
are a direct result of this investigation. A 
similar panel operates in the stationery trade. 
It is also known that the paint industry, as 
well as cordage manufacture, is covered in 
this way. The panels are also useful for 
price-control purposes; and, in the cordage 
trade, the form evolved by the panel is accept- 
able to the Prices Commissioner for adjust- 
ments from time to time in relation to 
material and labour increases. 


VICTORIAN DIVISION 
Members’ Activities: 


In conformity with our usual practice, the 
Victorian Divisional Council is issuing a 
brochure of activities covering the next 
twelve months. In this programme have been 
arranged special lectures, demonstrations, and 
factory visits. 

Members are again warned that failure to 
return the reply slip on the brochure will 
possibly exclude them from any activity which 
they may care to attend, and our members are 
particularly urged to comply with this request. 

Special activities for the year are the fol- 
lowing: December Social Function, to which 
members may be invited to attend with their 
ladies; Discussion Groups on Budgetary Con- 
trol; Speakers’ Group. The latter activity 
has proved popular over the past few years, 
as it is believed that the cost accountant 
should be able to deliver competently a pub- 
lic address. A small fee is charged for the 


instructor’s services and out of pocket ex- 
penses. 

Admissions: 

Victorian Division: 

New Members—Provisional Associates: 

Charles Sidney Gilbert, John Stuart Kirk. 
land, Howard Allen Neal and Philip Unwin 
Simpson. 

New Members—Associates: 

John Brian Foley, Reginald Victor Cobbald, 
Edward Gordon Jerram, Allan Robert Thomas 
and John Harold Waller. 

Advanced to Associate: 
Ralph Cecil Hislop. 
September Meeting 

The following are the Meetings of the 
Society to be held on Monday, 7th September: 
6.30 p.m. “Partnership Accounts,” by Mr. J, 

Tynan, B.A., B.Com., A.A.S.A, 
Lecturer, School of Accountancy, 
Melbourne Technical College. 
8.00 p.m. “Executorship Accounts,” by Mr. R. 
W. Robertson, B.Com., A.A.S.A, 
A.C.LS., of Hemingway Robertson 
Institute. 

The Council of the Society extends an in- 

vitation to all interested to be present. 


SOUTH AUSTRALIAN DIVISION 


The inaugural meeting of the Australian 
Accountants Students’ Society, South Aus- 
tralian Division, was held at the Curzon 
Theatre, on Tuesday, 23rd June, 1953. 

The State President, Mr. G. F. George, 
F.A.S.A., presided at the meeting which was 
attended by 55 members who elected the 
following Committee: President, Mr. B. J. 
Farmer, Vice-President, Mr. A. E. Mibus, Hon. 
Treasurer, Mr. K. S. Christie-Ling, Hon. See- 
retary, Mr. B. A. Howie. Committee: Messrs. 
R. R. W. Ingelton, F.A.S.A., B. J. Nolan, RB. 
Stephens, F. G. Powell, C. E. Molsher, A. 8. 
Jarrad. 

After the meeting, Mr. L. A. Braddock, B.Ec., 
F.A.S.A., Vice-President of the Divisional 
Council of the Society, and Head of the Ac- 
countancy Department of the South Aus- 
tralian School of Mines and Industries, ad- 
dressed members on “Fture Examinations © 
the Australian Society of Accountants.” 
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STUDENTS’ SECTION 


THE AUSTRALASIAN INSTITUTE OF 
COST ACCOUNTANTS. ’ 


Examiner’s Report. 


Examination in Subject “O”, March, 1953. 

The answers to this paper appear in the 
prescribed text-books, and while the questions 
covered a wider range than previously, they 
should not have presented great difficulty to 
the candidate who had thoroughly prepared 
for the examination. However, only 30% of 
the candidates obtained the pass percentage 
or better. 


It was evident from some answers that in- 
sufficient care is taken when reading the 
questions. Greater amplification would have 
earned more marks for those whose answers 
contained only the minimum of detail. Candi- 
dates should be able to gauge the amount of 
information required from the marks allotted 
to the questions. More use could have been 
made of the tabulated form of answer. 


Presentation, generally, was reasonably 
good but cases of poor writing and spelling 
still appear, and it is difficult in some cases to 
reconcile the grammar used with the qualifi- 
cations required as a prerequisite for admis- 
sion to the Institute examinations. Fifty- 
three candidates sat for the examination, of 
whom sixteen passed. 


A detailed analysis of the marking shows: 


90-100 marks ... ... .... .... 0 candidates 
80- 89 marks ... .... .... .... 1 candidate 
70-79 marks ... .... .... ... 8 candidates 
60- 69 marks a ... 12 candidates 
50- 59 marks .... ... « 15 eandidates 
40- 49 marks ws se ss 10 candidates 
30-39 marks ... ... .... . 11 candidates 
20-29 marks ... ... .... .... 1 candidate 
S30 mere... os, ... 0 candidates 
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The following analysis of marks earned for 
the respective questions shows that questions 

6 and 4 were accorded the best treatment 

while 8 and 5 received the poorest answers. 

average pass was obtained in only one 
question: 

Obtaining Obtaining 
65% or 95% to 

100% 





Average 
Percentage 
Marks 


Obtained. Better. 


55.0 18 
53.5 19 
37.0 7 
56.7 21 
46.5 17 
71.3 39 
52.1 16 


1 1 | comerm| | 


Full Paper 
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Detailed comments on each question are as 
follow: 

Question 1. 

This dealt with market research in connec- 
tion with a new product. Eighteen candidates 
passed. 

Marks were lost by: 

1. Dealing with methods of marketing, 
wholesalers, dealers, etc., rather than the 
consideration of demand for the product. 

. Listing procedures but failing to asso- 
ciate them with the objects of the re- 
search. 

Question 2. 

This question required a discussion on 
standardisation of design and the effect of 
design on costs. Nineteen passes were obtained. 


Failures were due to: 

1. Incorrect understanding of standardisa- 
tion of design. 

2. Supplying of insufficient arguments for 
and against standardisation. 

3. Omission of effect of standardisation on 
costs, such as economies resulting from 
reductions in the number of times which 
machines have to be set up, etc. 

. Confusion of design referred to in part 
(b) with standardisation of design 
mentioned in part (a). 

The fact sought in the second part of the 

question was that costs can be saved as the 
product is being designed. 


Question 3. 

This question dealt with the steps necessary 
to arrive at a standard time for the perform- 
ance of a job using time and motion study 
methods. Only seven candidates earned the 
pass percentage. 

As has been evident in previous examina- 
tions, the knowledge of the principles of time 
and motion study, which are considered to be 
of major importance to the Cost Accountant, 
is very poor. A successful answer to this 
question indicated a sound knowledge of the 
over-all procedure. 


Failures were due to: 

1. Presentation of the answer in narrative 
form instead of as a chart as was re- 
quested. 

. Presentation of a list of operations with 
seconds shown adjacent forming a total 
which was stated to be the standard time. 

. Complete lack of reference to adoption 
of correct motions, rating and allow- 
ance for various factors. 

. Incorrect reference to the term “Ther- 
bligs.” 

Continued on page 368 
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End Pages 
by 
Angus Tdi 


THE SOFT ANSWER No. 7. 


Samuel Rogers was unique in the 
history of English letters. He was a 
banker and a poet. He was more help- 
ful to literature as a banker than as 
a poet. Out of his large income he 
helped financially such famous men as 
Wordsworth, Sheridan, and Sir Thomas 
Lawrence, and a host of others. He 
lived to the amazing age of 92 years 
(1753-1855). 


In this long span he met everybody. 
He was a friend of Charles James 
Fox, Lord Holland, Wordsworth, 
Coleridge and on to Dickens, Thacke- 
ray and Tennyson. He kept open house 
and his breakfasts were famous. Every- 
one who had made a literary “hit” was 
invited to them. As a poet he is now 
almost forgotten but was well remem- 
bered in his day. One of his many 
friends was the Reverend Alexander 
Dyce, a first-rate scholar, a book col- 
lector and a Scot (in this collocation 
the word “Scot” is third in an ascend- 
ing series). 

Dyce was also a minor Boswell. 
He took notes of the many good 
things Samuel Rogers said at his 
hospitable board and embodied them 
in a book called “Recollections of the 
table talk of Samuel Rogers” After an 
interval of many years the volume has 
been reprinted under the editorship of 
Morchard Bishop. I shall, for once, 
break my rule of never “urging” books 
on my friends, and shall take the liberty 
of commending this book to you. In it 
the great figures of last century come 
to life and I guarantee a pleasant 
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evening or two in their company. To 
put the matter to the proof, I have 
selected a few “soft answers” from its 
pages. 

Dunning (later, Lord Ashburton) 
was “stating the law” to a jury at 
Guildhall, when Lord Mansfield inter- 
rupted him by saying, “If that be the 
law, I’ll go home and burn my books.” 
“My Lord,” replied Dunning, “you had 
better go home and read them.” 

For the past 250 years Scotland has 
supplied a great many of England's 
rulers in law, finance and commerce. 
His qualities and attainments are s0 
high that the English have come to 
accept the Scot as their natural leader. 

But once in a while the English are 
imposed upon by a man who, in pre 
sence, facility of speech, and industry 
gives all the appearance of greatness, 
but who, in reality, is second rate. 


Such a man was the Ear! of Mans- 
field. He was born William Murray, the 
fourth son of Viscount Stormont, at 
Perth in 1704. He was called to the 
English Bar, soon acquired an exter- 
sive practice built up by glibness and 
force of speech rather than by any 
deep knowledge of the law. He entered 
Parliament and in 1743 __ became 
Solicitor-General. As such, he achieved 
great notoriety in 1746 by acting, et 
officio, as counsel against Lord Lovat 
and the other Scottish Lords who at- 
hered to Prince Charlie. Set a Scot to 
catch a Scot, as the saying goes. At 
this time Murray stood so high among 
the English that he might have aspired 
to the highest political honours. For- 
tunately, in spite of his well-nigh u- 
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bridled ambition, he had enough sense 
to realise his utter unfitness to lead the 
nation. Instead, be became Lord-Chief- 
Justice of the King’s Bench, and en- 
tered the House of Lords as Lord 
Mansfield; later he was made Earl of 
Mansfield. He worked hard both as a 
politician and as a Judge, but in both 
capacities all he did was writ in water. 

As a politician he was a reactionary 
who was hated by the progressive 
minds of the time. Junius in particu- 
lar had a few thousand words to say 
about him. As a lawyer, his judgments 
were described as the Apocrypha. He 
died in 1798, in his 89th year, a shin- 
ing example of Highland Heiferdust. 

Lord North, Prime Minister of Eng- 
land, during the American Revolution, 
frequently used to sit in the House 
holding a handkerchief to his face. 
Once, after a long debate, when some- 
body said to him, “My Lord, I fear 
you have been asleep,” he replied, “I 
wish I had.” 

Foote, the actor, was taken to White’s 
by a friend. Lord Carmarthen said to 
him, “Mr. Foote, your handkerchief is 
hanging out of your pocket.” Foote 
hurriedly thrust the handkerchief back 
into his pocket and replied, “Thank 
you, my lord; you know the company 
better than I do.” 

Samuel Rogers once observed to a 
Scots lady, “how desirable it was in 
any danger to have presence of mind.” 
‘I had rather,” she rejoined, “have 
absence of body.” 

A lawyer, one day pleading before 
Lord Ellenborough, used several times 
the expression “my unfortunate client.” 
His Lordship suddenly interrupted him 
—“There, sir, the Court is with you.” 
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Pretyman, Bishop of Lincoln, was 
left a large estate by a certain Mar- 
maduke Tomline on condition of Prety- 
man taking the name of Tomline. The 
latter had only met Pretyman once. 
On hearing this news, Porson, the 
Greek scholar, remarked, “It would not 
have happened if the person had seen 
Pretyman twice.” 


BOYS WILL BE BOYS. 


General Mark Clark recounts that 
after the capture of Rome and the 
flight of the Germans toward the Arno, 
he received many congratulatory mes- 
sages on the accomplishments of the 
Fifth Army. He naturally appreciated 
the messages, but kept looking for a 
letter from his son, Bill, a cadet at 
West Point. The letter came. It said: 

“Dear Dad—lIt is June here and 
very pleasant. My studies are going 
along okay and I have very good 
marks this time. I have been made 
a cadet sergeant . . . Love, Bill. 

P.S. By the way, I see from the 
newspapers that you’re doing all 
right too.” 

Master George Wells, a son of H. G. 
Wells, wrote to his brother after an 
operation: 

“Dear Frank—lI hope you will not 
think me selfish, but I am in such 
great pain that I think you ought to 
get me a small present. Your loving 
George.” 

As censors, we used to look forward 
to reading the letters of one of our lads 
in Palestine in World War I. On seve- 
ral occasions he wrote to his mother: 
“Dear Mother, I am sending you ten 
pounds, but not now.” 





PROFESSIONAL NOTICES 


Professional Classified Advertisements in respect of office space, positions wanted, 
partnerships, etc., may be inserted at 5/- a line (minimum 15/-). 


ACCOUNTANCY PRACTICE or part or 
small number of clients wanted Sydney or 
nearby. Top price. LU 2526. 


ASSOCIATE, A.C.A.A., age 29, experienced 
commercial, costing and public accounting, 
desires engagement in country practice. 
Agreeable to partnership or where principal 
desires to retire in near future would consider 
purchase of practice. Salary (at present over 


£1,100), secondary if prospects definite. Reply 
to No. 123, c/o Australian Society of Accoun- 
tants, 5 Bligh Street, Sydney. 


ASSOCIATE also Cost Accountant, Public 
Accountancy experience, small capital, at 
present Secretary large Queensland company, 
desires purchase partnership or practice 
Queensland coastal area. Will consider other 
localities. Reply No. 151, c/o Australian 
Society of Accountants, Box 457F, G.P.O., 
Brisbane. 


PRACTICE WANTED—Brisbane member 
desirous extending is interested purchase small 
practice or part of practice. Reply “Fellow,” 
C/o State Registrar, Australian Society of 
Accountants, Wharf Street, Brisbane. 


SENIOR ASSISTANT to Acoma 
Kent Street office, large manufacturing ¢ 
pany. Must be competent to handle accow 
up to and including Balance Sheets. Excel] 


opportunity for man with necessary qualificg: 


tions. Salary £875-925. Reply No. 122, 


State Registrar, Australian Society of Ae 


countants, 5 Bligh Street, Sydney. 


STATION BOOK AND STORE KEEPER= 
Position offering with pastoral companies 
operating cattle stations near Wyndham, E 
Kimberley. Salary £750 p.a., plus keep 
holiday allowances. Minimum term 3 y 
Reply with references to “Pastoral,” c/o 

- ft Society of Accountants, 37 Q 
Street, Melbourne. 


SUCCESSFUL COMPANY DIRECTOR. 
aged 47, with capital, experience and ¢ . 
assets to contribute, desires to become acti 
associated with established manufactur 
concern. Address reply, “Executive Direct 
c/o Alexander & Boehme, Chartered Ace 
tants (Aust.), 131 Queen Street, Melbouw 





STUDENTS’ SECTION—Concluded 


Question 4. 

This question dealt with the factors to be 
taken into consideration when planning the 
materials handling equipment for use in a 
factory which is in the course of erection. 
Twenty-one candidates passed in this question. 

Marks were lost by: 

1. Omission of important factors, such as 
the nature of the commodities to be 
handled, cost factors relating to the 
equipment being considered. 


Question 5. 


A discussion was required of the economics 
of gauging, quality control, jigs and fixtures 
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and efficient lighting. Pass percentages 
awarded in seventeen cases. 

The main faults were: 

1. Lack of knowledge as to what the 
meant, especially in respect to g 
and jigs and fixtures. 

2. Introduction of insufficient factors. 


Question 6. 


This question asked for the purpose 
description of a route card, and was 
answered. Thirty-nine passes were sé 

The few failures were due to lack of 
ledge regarding the use of the card 
consequently precluded its description. 
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